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(in thousands except per share amounts)
Revenues $ 527,262
Restructuring charges (credits) 3,952
Income (loss) from operations 14,552
Intellectual property income (expense), net 5.784
Gains on sales of assets 3.421
Income (loss) from continuing operations 23,207
Discontinued operation ‘) .
Net income (l0ss) 23,207
Net income {loss) from continuing operations per share: |

Basic 0.51

Diluted 0.49
Net income (loss) per share:

Basic 0.51

Diluted 049 ___
Working capital 291,249
Total assets 572,443
Total debt _ -
Repurchase of treasury stock @ _.....292564 _ .3 —
Shareholders’ equity 37984 L _




OUR VISION:

Intergraph’s vision is to help organizations see the world ¢ | e a r | y

OUR WMISSION:

Intergraph’s mission is to enable businesses and governments to make better and faster operational
decisions. Through superior software and services, we help our customers to organize vast amounts
of complex data into understandable visual representations.

Intergraph technology enables our customers to make the world safer and more prosperous. They create
intelligent maps, manage assets and infrastructure, build and operate plants and ships, and dispatch
emergency services to those in need. We seek to earn the respect and trust of our customers through a
total commitment to their success, deep industry expertise, and a long tradition of technical innovation.

OUR CORE VALUES:

Customer satisfaction is paramount to business success —
so we strive to exceed customer expectations.

We are results-oriented -
so we seek continuous improvement through aggressive, attainable goals.

We are committed to innovation -
because innovation can transform the way our customers do business.

Great teams build great companies -
so we seek to attract, develop and retain leading talent.

We aspire to lead -
by setting the standards that others emulate.

We are honest and fair -
in our dealings with customers, partners, shareholders and each other.
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ome plants never sleep.

Neither should the

World-class facilities, like those designed and built by Fluor Corporation,
often run 24 hours a day, seven days a week. Intergraph engineering
enterprise solutions keep critical information always at hand for faster

profect and operational decisions.




.

FRATBSpense saves [ves.

-=  The second a call for service is received life-saving decisions rely
"2 on rapid, efficient handling of incident data. Public safety agencies
around the world depend on Intergraph Public Safety technology.
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Intergraph’s Supply Chain Common Operating Ficture {SCCOP) offers 200,000 |
Alr Force users a unified view of their supply chain and gives details on all
factors that affect weapon systems. This scalable, collaborative logistics Web
space provides improved visibility, decisfon-making and aircraft availability.
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. To Our Shareholders:

- 2003 was a year of significant change
for Intergraph — change in leadership,
change in our mission and focus,

~ change in our Board, and change in

- our capital structure.

| I had the privilege of becoming Intergraph’s |
+ third CEQ on July 28. What | found upon |

. my arrival is a company of tremendous

- technical depth. Intergraph is one of the

true pioneers of the computer industry,

- bringing multiple innovations to computer

graphics over our 35-year history.

. While our technical foundation remains
" quite strong, our company needs to

' continue to improve its profitability. Today, |
 our operating margin remains below that |

of peer software and services firms. The

: challenging shift from hardware to

. software is behind Us — now we can place
 our focus on improving the operational
execution within our business.

 As we move forward into 2004, there
« will continue to be significant change at
1 Intergraph to improve our profitability.

1 However, one thing that will not change

*is our company’s old-fashioned but never -

‘ dated values of honesty and customer

; truly unique in their commitment to our
L
i customers, drive to lead, and overriding

 sense of fairmness.

i
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 satisfaction. The people of Intergraph are |

| My goal as Intergraph’s new CEQ is to

} plot a new direction for Intergraph that
; builds on the technical heritage of the
past, yields attractive financial returns,

" and remains true to the Company’s values
of honesty and dedication to the customer.

- One Company. One Vision.

Four years ago, Intergraph reorganized

| into four operationally independent
business units to increase accountability
- and provide flexibllity in responding to

! changing markets and economic condi-
tions. While this provided many benefits,
| it had the unintended consequence of
creating confusion in the marketplace

. regarding the overall mission and

business of Intergraph.

As a result, this past January Intergraph

adopted new, unified Vision and Mission
statements. Cur new Vision, Mission, and
! Core Values define who we are, what we
- do, how we are different, and what

principles we live by.

¢ Qur new Vision Statement; “To help
i
| organizations see the world clearly.”

Our new Mission Statement: “To enable
businesses and governments to make
better and faster operational decisions
by organizing complex data into under-
- standable visual representations.”




These two statements express our long-
standing leadership in intelligent
computer graphics as well as the core

decision-support benefit provided by our

products and services.

As | have often said, there is only one
true scorecard at Intergraph and that is
the ticker symbol “INGR.” | believe that
our new focus on a common Vision and
Mission for all of Intergraph will serve to
bring clarity of purpose to our Company
and build shareholder value.

“Now” — “Next” — "After Next”
Developing unified Vision, Mission, and
Core Value Statements for our Company
was one pressing objective. But in order
for Intergraph to create sustainable and
valuable growth, we needed to develop a

long-range operational plan. Working with

management and the Board of Directors,
we have implemented a three-phase strat-
egy called "Now"~"Next"-" After Next."

“Now" — Change
| consider the initial “Now" phase to be
a period of change. Since | arrived, much
already has changed:
* Appointed new leadership in CEO
and other key management positions.
* Added Michae! Bills to the Board of
Directors. The Board now has seven
independent directors, and all commit-
tees have new charters.

. ® Formed a Corporate Governance

Committee, comprised solely of
independent directors, and adopted
new Corporate Governance Guidelines.

. » Shifted from contraction to expansion.

Revenues were up for the first time in six
years. Operating profits edged up as well.

e Returned $290 million in capital to

shareholders in 2003 through an
ongoing stock repurchase program and
a modified Dutch auction tender offer.

- “Next” — Improve Operating Results
In the "Next" phase, we will shift more
heavily to an operating focus — with the
 ultimate goal to bring our operating
margins more in line with peer software
and services companies.

© While it's difficult to find companies

- comparable to Intergraph as a whole, a
. composite of other software and services
 companies suggests an average operating
+ margin of 8-12%. Over time, our results
should be no less.

Revenue (miftions)
915
650
32 501 527

%9 00 0 02 03
Revenue increased by 5% in
2003, following a perisd of
declines as Intergraph exited the

fhardware business,
Income {Loss) from Operations
filliong)
12 14 15

59
99 00 o0t 02 03

Despite tough economic conditions
in the technology industry, our cost
controls and restructuring have led
to reneweed profits.

Total Gross Margin
480%
Bo% Bh ==
%65%
NP -

9 00 0 02 03
Removing lower-margin hardware
from our product mix, plus other
efficiencies, has improved our total
gross margin.
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To Cur
Shareholders

~ In order to reach that goal, we will allocate

capital to markets, businesses and products
that will increase growth and improve
returns. We intend to leverage the R&D
investments made in recent years in PPQ,
IMGS, and IPS. We also intend to improve

-~ our sales and marketing operations

 worldwide. Of course, we will constantly

. monitor our operational costs and make
the proper adjustments where necessary.

- “After Next" — Transformation

* Our third operating phase will be a time

~ of transformation. Today we're focused on
* improving operating results “organically”
~ — improving our existing core businesses,
-~ Afterward, when we are assured of a

- solid foundation, we can consider extend-
| ing our businesses.

' But that's a bit farther into the future.
* Let's turn our attention back to 2003.

' Operating Results
For 2003, total revenue was $527.3
million, up 5% from 2002 after declining

15 6% in 2002 from 2001. The increase in

1

 weaker U.S. dollar against the currencies
f of the Company’s foreign subsidiaries.

© 2003 revenues primarily is the result of a

“My g;baléis to plot ;

of th -past, yield

b ib ;

(After restructuring costs, operating income
- was just slightly higher than 2002.)

[l
1

i Viewed by region, the U.S. accounted for

53% of revenues with 47% coming from
countries including 30% from Europe, 9%
I from Asia Pacific, 5% from Canada, and
' 3% from elsewhere,

 For a more detailed discussion of the
operating results of our four business
 units, please see the business unit narra-
. tives following this letter, as well as

: Management's Discussion and Analysis.
Intellectual Property

¢ We remain mindful of our obligation to
shareholders to protect, defend and

* enforce our intellectual property in a
responsible manner. In January 2003, we

. resolved all outstanding patent infringe-
ment claims and entered into a full patent
+ cross-license agreement with Internationa!
' Business Machines Corporation.

i Most of our subsidiaries sell to customers

[

. and incur and pay operating expenses in
i local currencies.

) Operating income prior to restructuring
© costs increased 12% to $18.5 million.

: Intergraph also filed suit in January 2003
‘ against Texas Instruments™ Incorporated
(), for infringement of three Intergraph
* patents which define key aspects of
¢ parallel instruction computing (PIC). In




To Gur Shareholders

September 2003, we settled our disputes,
and Tl prepaid its patent royalties in a

one-time, lump sum of $18 million.

On February 11, 2004, an appeals court |
affirmed the trial court on all but one point
in Intel's appeal of an October 2002 federal
court ruling that Intel had infringed

Intergraph’s PIC patents. The remaining point
was remanded for the trial court to determine.
Note that this Intel case relates to different
patents and products than those involved
in our lawsuit with Dell, Hewlett-Packard,

and Gateway. That case, often referred to
as the "OEM” case, is set for trial this August.
As always, we will keep you posted on the
ever-changing events in our efforts to
protect and license our intellectual property.

In Closing
On behalf of the Intergraph team, |

- would like to thank all our customers and
 shareholders for their continuing support

of our Company. And a special thanks

to Joe Moquin, who is departing our
 Board. His contributions were great
. and his presence will be missed.

We enter 2004 with a sense of urgency and

a desire to embrace change. | hape that you™ |
believe, as | do, that our best days lie ahead.

3 ‘Mﬂﬂe&

R. Halsey Wise, CEO
March 8, 2004

¥
¥

A Word of Thanks

As Intergraph’s third CEQ, | want to acknowledge the leadership of those who have
come before me. In particular, I'd like to express my sincere thanks to my immediate
predecessor and friend, Jim Taylor. Under Jim's leadership, Intergraph transitioned
out of hardware to focus on software and services. He returned the Company to

profitability during a significant technology downturn, providing the vision and forti- 1

tude to lead the Company through an incredibly challenging time.

Although Jim retired as CEO and Board member after a 34-year career, he continues
to assist me as a consultant on numerous projects, including our licensing and

litigation efforts surrounding our intellectual property.

I and the entire Intergraph team are grateful for Jim's past leadership and

continued involvement,

Cash & Short-term Investments
{Cash) and Debt (milions)

;83

The Company maintains a sofid balance sheet,
even after returning $293 million in capital to
shareholders in 2003 through a Dutch tender
offer and our share repurchase program.

Intergraph common stock vs,
NASDAQ Composite index
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| The Company

Its Revenues

~and Markets

ion | ; ergrap itabl
ok trades on the NASDAQ market under the symbol INGR. :
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I Intergraph
- Mapping and
' Geospatial  /
. Solutions /"

. = |

—

Preetha R. Pulusani
President

www.intergraph.com/imgs |

‘_\\ !By their very nature, maps are pictures.
1+ But in digital form, maps also are
j

doorways to data — interactive tools
for accessing, analyzing and managing
geo-linked information.

A line representing a road may link to
the road's construction specifications,
repair/maintenance records, or traffic
statistics. A property boundary may link to
its land title, tax assessment, and school
district. A map showing soil types may
interactively tap into a corresponding
database of soil analyses from specific
sites. A three-dimensional terrain model
may help calculate rainfall run-off or
identify the optimal line-of-sight place-
ment for a mobile air defense radar unit.

In other words, the map becomes a
portal for viewing relationships, records,

' statistics, demographics, and other infor-
- mation associated with specific locations.

A World of Maps

and Geospatial Information

Many businesses and government
entities — and end-consumers — benefit
from capturing and accessing informa-
tion through digital maps. included are
government agencies; transportation
and mapping agencies, utilities and
communications companies; commercial
remote sensing and photogrammetry
organizations; military and intelligence
agencies; and educational institutions.

Yoy
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For example, governments and commercial
customers around the world use tools 1
from Intergraph Mapping and Geospatial ‘i
Solutions (IMGS) to: *
* Map the spread of diseases to make 1

intervention decisions.

i

» Track critical military cargo.

* Create and manage terabytes of aerial
or satellite imagery. J

* Decide how to route citizens in an
evacuation.

* Manage nationwide telecommunica-
tions infrastructures.

* Manage thousands of kilometers of
gas pipeline.

* Produce attractive, clear maps and
charts that are cartographically superior. |

* Manage utility outages and mobile
resources such as field crews and
vehicles with real-time tracking.

Customers of IMGS also address the
Utilities and Communications industry
and earth imaging.

. Intergraph has provided intelligent,

- map-based asset management solutions
- for the electric, gas, pipeline, water,
telephone, and cable industries longer

than any other company, as part of its

{30+ years of serving mapping-related

disciplines. We have some of the largest
customers in the world and the largest
operational databases in the industry.

i
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2003 Operating Results
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In a city of 6.8 million people, maintaining
utilities and communications is no easy task.
Whether it's day-to-day repairs, downed power
lines, or a gas leak, Hong Kong uses intergraph
technology to find the problem and crew to
restore service quickly.

©




We map your world.
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or at home, mifitary and intel-
ligence agencies around the world rely on Intergraph solutions to
gather, manage, track, and analyze information, providing access
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More state and provincial governments use Intergraph’s
cartographic solution than any other. Our solutions enable users
to see data more clearly — making information easily accessible
and enhancing decision-making processes.
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These databases contain the operational : 2003 Operating Results

infrastructure of a utility company on

a map. They contain every pole, wire,
transformer, switch, fuse, valve, and pipe
—and show how they are connected
and operate. You not only see where
everything is located, but which customers
are served.

To expand the operational use of this
data, we also have applications for
outage management, service order
dispatch, workforce management, and
inside plant management.

Intergraph’s Z/l Imaging® solutions
include the industry's leading earth
imaging tools. They offer total
solutions for photogrammetry, aerial
mapping, and image management
and distribution. In 2003, the Digital
Mapping Camera {(DMC), the indus-
try's most innovative and precise
turnkey digital camera system began
shipping. The aerial survey camera is
capable of ground resolutions better
than two inches.

Intergraph also provides digital data
conversion and map production
services through Intergraph Services
Company. This organization uses many
of IMGS' technologies to provide some
of the highest quality services in the
mapping industry.

 Intergraph
1n 2003, IMGS' revenue was up 7.6% Mapping and
10 $210.0 million and operating income Geospa‘tial

. increased $5.9 million, shifting from a | SO!UUOHS//
. lossin 2002 to a profit of §3.8 million. =T

It was the first ful year that the Utilities
* and Communications and Z/l Imaging

- organizations were consolidated within
IMGS' core mapping and GIS organiza-
~ tion. The combined entity is enjoying
 business and technology synergies and

. opportunities for cost savings.

Plans for 2004
* With more than 30 years of experience,

IMGS has a major presence and
reputation in high end mapping.
i Increasingly, the business unit also is
pushing into other parts of the $1+

billion industry for geospatial products
and services. In 2004, IMGS will focus
more sharply on selected target

. markets which will enable it to pursue
- greater financial returns.
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~ Process, Power
. & Offshore
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Gerhard Sallinger
President

www.intergraph.com/ppo

Designing and operating a process or

- power plant, offshore rig, or ship is an

extremely complex undertaking. There

© 1 are massive numbers of parts. Miles of
© pipe and cable. Tons of structural steel
 and pipe hangers. Valves, instrument

panels, sensors. Nuts and bolts and

welds that hold it all together.

. Beyond the physical plant or ship is

. all of the related information. Pressures,

- temperatures, flow rates, and other
i operating conditions. Maintenance
* schedules and records. Even the physical

. properties of individual parts and the

! names of suppliers.

- An Intergraph Process, Power & Offshore

(PPO) solution lets engineers specify,
place, and manage every piece of this

oversized jigsaw puzzle. They can

+ generate construction drawings and

2003 Operating Results

{millions)

$132.
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' bills of materials, as well as collaborate

around the world with other engineering

: offices. Plus, pass the related engineering
data to the plant or ship and check it
against operational or regulatory
requirements. Reaching through the
plant model, everyone from mainte-
nance engineers to corporate executives
' can tap into data needed for making

» financial and operational decisions about
the plant or ship's design, construction,

and operation.

* The Leading Firms

.~ and the Largest Projects

PPO’s customers are the leading engineer-
. inglconstruction firms and owner/operators
in the chemical, cil and gas, pharmaceutical,
- power generation, offshore, and shipbild-
ing industries. Clients use our solutions to
design, build, and operate many of the

- world's largest and most elaborate industrial
fadilities, including:

. ¢ The $4.3 billion Nanhai petrochemicals

complex in the Peaple’s Republic of China
« Asqard B, one of the world's largest float-

ing gas platforms, operated by Statoil
* The $40 billion Jubail Industrial City in
Saudi Arabia
* The Sea Rose, a floating production,

storage, and offloading vessel for the
White Rose oil field off the coast of
Newfoundland and Labrador, Canada
| ® The $800 million Queen Mary 2, the
largest, longest, tallest, widest, and
most expensive passenger ship in
history, built by ALSTOM Chantiers de
I'Atlantique for Cunard Line

 Better Decisions for the Long Term
- The industries we serve face enormous

. business challenges, including strict

‘ requlatory requirements, the potential

;1 loss of knowledge due to a changing

+ work force, intense global competition,
and extremely tight profit margins.




Process, Power & Offshore

One day, a valve in this plant will need replacing.
We can show you exactly where.

s +°
3-'.-‘— ‘.‘..‘I'..
bl |

Intergraph helps large and small plants keep track of every valve, pipe, and
pump. Lyondell Chemical Company's newest state-of-the-art facility in The
Netherlands will apply Intergraph’s SmartPlant® P&ID to capture and use this
data, from the time the pfant is built until it is retired.
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Built by ALSTOM Chantiers de I'Atlantique for Cunard Line, the $800 million Queen
Mary 2 is the first transatlantic liner built in 30 years. Intergraph’s PDS ™ was used
to design the QM2's engine room and alf related rooms and equipment, including
those used to generate power and fresh water.

es of change.

Statoil uses its Plant Information Management system — with SmartPlant Foundation
as fts IT hub — to set new standards of efficiency and safety in one of the world’s
largest floating gas platforms, Asgard B. Planned for a peak 12 billion cubic meters
of gas annually, Asgard B will fuel continental Europe. Intergraph and Statoil, working
together, keep a sea of information always on deck for the life of the platform.

Intergraph Corporation 2003 Annual Report N o Image courtesy of Oyvind Hagen, Statoil



Today, our customers are looking for
ways 1o make better and faster opera-
tional decisions in an environment where

knowledge retention is not a given — all

the while ensuring a safer environment
for everyone.

In responding to these needs, PPO well
illustrates how Intergraph solutions are
not just tools for the moment. They're
how a company chooses to do its
business for the long term.

Our approach recognizes that plant
engineering information is as much an
asset as the physical plant itself. PPO’s
products start with an underlying
capability to manage the availability,
integrity and accuracy of all plant
engineering information. On top of
that is a suite of intelligent data-
centric applications which span the
plant lifecycle fram conception and

construction through the plant’s
eventual decommissioning.

2003 Operating Results

In 2003, PPO revenue totaled $132.8
million, an increase of 7% over the prior
year. Operating income was $16.0 million,
a $3.0 million year-to-year decrease.

While our existing 20/3D design tools
again had strong sales, we were
especially pleased with impressive sales
growth in PPO’s newest software

, products. In particular, within weeks of
- SmartPlant 3D's commercial release in the
" fourth quarter, approximately $1 million in

SmartPlant 3D software and services were
supplied to awaiting customers under an
early adopter program.

The division continues to capitalize on
geographic growth areas, such as in the
Asia-Pacific region. In particular, in China
the petrochemical and chemical sector
continues to show dramatic expansion.

Our business there is growing, accordingly. |

Plans for 2004

While Intergraph PPO’s strongest
position is within the onshare industry

leader, we also hold about one-third of

| strategy is to maintain our leading

position in the onshore market while
significantly growing our offshore and

+ shipbuilding businesses. Qur short-term

objective is to help customers see
engineering as an enterprise issue and
capitalize on it as a “hidden” corporate
asset by integrating PPO products with
their existing systems.
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2003 Operating Results
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In public safety incident response and
management, a clear view of an
emergency situation can save lives,
reduce property losses, and fight crime.

When an emergency occurs, authorities
need to know where it happened and
need to decide which emergency
resources are best to deploy. In real time,
they want to muster relevant information
for the responders - such as a record of
earlier calls from the same address,
warnings of officer safety, the presence
of hazardous materials, or floorplans of
a burning building. After the incident,
responders need to file their reports
quickly to reduce their "out of service"
time. And officials must be able to sift
through accumulated incident data to see
significant patterns — trends in criminal
behavior or traffic accidents, for example.

As a leader in the field, Intergraph
Public Safety (IPS) helps agencies use

| “intelligent” technology to dispatch

| emergency resources, share important
information with responders, file reports
from the field, and manage incident

+ records and materials.

' Pinpointing Where to Respond

Demonstrating some of the cross-fertil-

ization among Intergraph’s businesses,
* IPS' solution takes advantage of
i Intergraph’s 30+ years of mapping

experience. In the early 1990s, IPS was

‘ the first company to offer computer-aided
| dispatch based on a fully integrated map

and geographic database.

The benefit: when an emergency call
comes in, the caller’s location is
highlighted on a computerized map, as
are the dlear locations of available respon-
ders — all updated in real-time. The system
recommends who should respond, based
on location and type of incident (e.g., a
serious traffic accident with injuries may
need multi-agency response from police,
fire, and ambulance services).

Today this map interface is more impor-
tant than ever, especially since more
than 60% of emergency calls come from
mobile phones. New technology can
locate mabile phones. So even though
the call is not coming from a known
address, its location can be displayed
on an IPS map.

Digital Recordkeeping

As the operator feeds incident details
into the system — descriptions of vehicles
or people, for instance ~ the IPS system
logs all of the information.

The system can tap other resources too -
arrest records and mug shots, for
example, or a list of chemicals stored
in a manufacturing plant that's on fire.

. Responders in the field can even access
i the information wirelessly via laptop

(=)
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The fastest route from
Point A to Point B is
rarely a straight line.

Intergraph Public Safety’s integrated

mapping technology helps dispatchers N o

direct emergency responders to an incident. s
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Officers make better decisions with
real-time access to information.



Public safety agencies around the world, including our nation’s capitol,

trust Intergraph Public Safety technology to respond quickly and
accurately to emergency situations.




computers in their vehicles or handheld
personal digital assistants (PDAS).

+ Francisco International, use IPS systemsto © ¢

With mobile computing, police officers
can file accident reports, crime scene

reports, witness interviews, and more i
without returning to their station.

the United Kingdom. And two of the world's *

busiest airports, Chicago O'Hare and San

- manage ground security and to coordinate
- airport, police, and fire resources.

Also, working alongside other Intergraph

1 business units, IPS systems contribute 10

All incident information is stored digitally,
available for downstream reference. With

this database, investigators can analyze

associations between people, incidents,

locations, and property, leading to faster
closure of their cases.

This is technology that lets emergency
responders serve more effectively — and
more safely. That's why it's being used
around the world by public safety
agencies that protect literally hundreds of
millions of people. IPS customers range
from townships to major municipalities,
including Washington DC Metropolitan

Police and Fire, Toronto Police and Fire

Services, the Police of Bavaria, Germany,

. . . . i
and agencies serving entire countries such |
as New Zealand and Belgium. ‘r

Incident Management

for Diverse Applications

It's also technology which can be readily
applied to other industries which interac-
tively dispatch field personnel. For instance, |
RAC Motoring Services uses an IPS system 1
to automate the dispatching of more than

1,400 patrol vehicles to service calls acrass T

interagency and interjurisdictional

- planning, wireless interoperability,
| standardized incident management, and
 local threat assessment and warning. For

from different agencies can interact and
combine information seamlessly. Such
regional coordination and information

. sharing is especially critical for Homeland

Security planning and response.

2003 Operating Results
& Future Plans

IPS continued to grow in 2003 with revenues |
L up 5.6% to $67.2 million. Operating
income was $14.4 million, down slightly |
| from the previous year.

We believe that growth opportunities
exist in IPS" markets and plan to invest,
accordingly. We intend to increase sales
in new territories around the world,
such as China, and identify new
industries that will benefit from our
technology. In addition, we are offering
solutions tailored to the needs of mid-
sized municipalities.

instance, computer-aided dispatch systems

Public Safety

P
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. Intergraph Solutions Group (ISG) is the
: integration arm of Intergraph ~ helping
| broad assortment of organizations solve

their information technology (IT) problems.

With approximately 600 employess,
one-fourth of whom have a security
clearance from the U.S. federal govern-

. ment, ISG provides management

consulting, technology, and integrated
solutions for both government and
commercial customers. Combining
experience in dozens of technical fields,
the company has a long history of
successfully analyzing, modeling,

| designing, and implementing sophisti-

cated systems and programs for:
¢ [T integration

. ® Systems and netwarking

 « Installation management

. @ Homeland security and force protection
* Logistics and supply chain management

* |T managed services
. » Ruggedized hardware solutions

2003 Operating Results
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* Viideo analysis systems and services

* Integrated ship design and production

software

Based on its reputation and capabilities,

¢ in May 2003 1SG won the $54 million

U.S. Air Farce Electronic Technical
Information Management System

¢ (ETIMS) contract, the largest contract
 Intergraph has won since the mid-1990s.
+ The Air Force selected ISG to develop a

system that will integrate up-to-date

-~ Information about repair parts from

{ multiple data sources.

| Elsewhere, ISG is expanding a U.S. Air
i Force system which will give 200,000
users at 350 locations a consistent
view of all Air Force supply chain

| pracesses including factors affecting
aircraft availability. This Web-based
“collaborative logistics” system is being
developed in partnership with Northrop
Grumman Information Technology
and Oracle Corporation.

| Lest year saw major sales growth

1 and visibility for 1SG's innovative Video
Analyst® System, a comprehensive
solution for video enhancement, track-
f ing, and stabilization. This technology
3 is used in criminal investigations and
| other areas. Video Analyst was featured
‘ on ABC's 20/20 and the Discovery
Channel to analyze videotapes of

‘ Osama bin Laden and Saddam Hussein.
It also has been shown on The John

1,‘ Walsh Show, CS}, Inside Edition, and

: Japanese television's TimeCop.

| 2003 Operating Results

' & Future Plans

For 2003, ISG reported revenues of

+ $120.9 million, which is 4.8% lower
« than for 2002. But, operating income
- was up 35.9% at $8.1 million.

ISG remains cautiously optimistic
- of ongoing strength in the federal
© government sector. The business unit is
specifically focused on the Department




Intergraph SBluti

Accurate, up-to-date
technical information

- any time, any place —
gi= only a mouse-click away.

ergrap ancea e a ormatio
proviges a gie po or e 03

A O a g ¥ ¥,
¢l 0 0 9,

‘e

militar
n
rated ettort.
el #
A D
(] ad { g pe 0

R
Intergraph Corporation 2003 Annual Report @



" We protect
the protectors

© America’s armed forces work diligently to guard our nation. Intergraph’s

them focus on their main job ~ protecting you.

Eyes
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homeland security solutions help our military secure assets and infrastructures,
mitigate security threats, and make fast, effective emergency decisions, letting

can decelive

Video is as credible as a fingerprint
when confirming identity. Intergraph’s
Video Analyst System, recently
featured on The John Walsh Shaw,
inside Edition, ABC’s 20/20, and
Japanese television’s TimeCop, helps
law enforcement and intefligence
agencies worldwide analyze video-
tapes to solve high-profile crimes.




Force Protection markets. Meanwhile, | in the commercial IT sector continua to ¥/

the continued shortfall in state govern- | limit near-term growth opportunities in ] mtergraph 3\"
ment budgets and economic conditions i those segments. i SOIUUO”S
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Protecting the Homeland

e

 With the specter of terrorism has come

an unprecedented need for cities and
countries to improve their emergency
planning and response measures.

intergraph Solutions Group (ISG),
 Intergraph Mapping and Geospatiel

Solutions (IMGS), and Intergraph Public
Safety (IPS) are working together to

- deliver products and services to meet

i these crucial needs. {SG's new Homeland

Security/Force Protection organization
identifies business opportunities and

| integrates Intergraph’s offerings.

ISG itself offars assistance with data

and system integration, information

: assurance, wireless technology, disaster
. recovery, video surveillance, and

security decision support. In 2003,
1SG provided IT security services for a
number of U.S. military installations and
various commercial clients. The business
unit also has collaborated with the U.S.
Army to develop a tab where force
protection and security concepts can
be quickly prototyped and tested.

In addition to the obvious value of IPS
systems for emergency dispatching, these

+ systems also can foster interagency and
interjurisdictional planning. And, at time
.+ of crisis, IPS systems can coordinate

| responses among different law enforce-

ment, fire, and emergency medical teams.

| Intelligent mapping systems from IMGS can
' be used to assess risks, perform emergency

planning, and implement emergency

+ response and recovery activities. Types of
¢ risks and potential targets can be evaluated
~in light of their proximity to features like

highways, bridges, utility lines, and schools.
Impacts can then be assessed. For example,
if a water supply is sabotaged, what

area is immediately affected? Contingency

- plans can then be developed.

Lastly, mapping systems also can assist

“in response and recovery efforts such as

search and rescue operations, activating

emergency shelters based on specific

situations, quickly publishing informa-
tional maps, and tracking the restoration
of power and safe drinking water.
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The Board of Directors

- It was a year of structural
| change for Intergraph’s

| Board of Directors. Among
the highlights:

* The Board employed a new
Chief Executive Officer,
Halsey Wise, who also was

appointed to the Board.
Wise replaced Jim Taylor,
who retired as CEO and
Board member after a

successful 34-year career

at Intergraph.
» Michael Bills was added to
the Board. The Board now

has seven independent
directors.

* The Board formed a
Corporate Governance
Committee comprised solely

of independent directors
and adopted new corporate
governance guidelines.
During 2003, the Board
returned $293 million in
- . capital to shareholders

through an ongoing stock
repurchase program and a
modified Dutch auction

tender offer.

Joseph C. Moquin %34 Richard W. Cardin %? L
Retired Chairman and Chief Executive Officer, Retired Managing Partner of Arthur
Teledyne Brown Engineering, Huntsville, AL. Andersen LLP, Nashville, TN,
Director since 2000. Director since 2002.
Linda L. Green %34 Thomas J. Lee 234
Chief Executive Officer — Northern Founder and President, Lee and Associates LLC,
Region, Colonial Bank, Huntsville, AL. New Market, AL,
Director since 2001. Director since 1997,
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Financial Review

INTERGRAPH CORPORATION AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements (all statements other than those made solely with respect to historical fact)
within the meaning of the Private Securities Litigation Reform Act of 1995 including, but not limited to, the business
outlook of Intergraph Corporation (the "Company” or “Intergraph"), projections about revenue, operating income levels,
margins, and market conditions and their anticipated impact on the Company and its vertical business segments;
expectations regarding Intergraph's various ongoing litigation proceedings; expectations regarding future results and cash
flows; information regarding the development, timing of introduction, and performance of new products; and any
statements of the plans, strategies, and objectives of management for future operations. These forward-looking statements
are subject to known and unknown risks and uncertainties (some of which are beyond the Company's control) that could
cause actual results to differ materially and adversely from those anticipated in the forward-looking statements. Factors
that could cause or contribute to such differences include, but are not limited to, potential adverse outcomes in our ongoing
efforts to protect our intellectual property, (including, with respect to the Company's efforts to prove intel Corporation
("Intel”) infringed the Company's parallel instruction computing patents in the trial court and in any resulting appeal, retain
amounts previously paid to the Company, pursue the specified “appea! damages,” or otherwise enforce the April 2002
settlement agreement with Intel in light of the February 2004 appellate court decision, the Company’s claims against
certain original equipment manufacturers, including Dell Inc.™, Gateway Inc.™ and Hewlett-Packard Co.™, and other
ongoing and potential litigation and patent enforcement efforts), potential adverse outcomes in our efforts to improve our
operating performance (including uncertainties with respect to the timing and magnitude of any expected improvements);
material changes with respect to our business, litigation prospects, or the securities markets (including the market for
Intergraph common stock); risks associated with doing business internationally {including foreign currency fluctuations);
worldwide political and economic conditions and changes; the ability to attract or retain key personnel; increased
competition; rapid technological change; unanticipated changes in customer requirements; the ability, timing, and costs
associated with the Company's effects to enforce and protect Intergraph's intellectual property rights; the ability to access
the technology necessary to compete in the markets served; risks associated with various ongoing litigation proceedings;
and other risks detailed in our press releases or in our annual, guarterly, or other filings with the Securities and Exchange
Commission.

OVERVIEW

Intergraph is a pioneer of computer graphics software and services in the commercial and government sectors. Founded in
1969, the Campany has delivered numerous innavations in interactive graphics solutions. Today, Intergraph's core mission
is to enable businesses and governments to make better and faster operational decisions, and through software and
services, help its customers organize vast amounts of complex data into understandable visual representations.
Intergraph’s technology enables our customers to create intelligent maps, manage assets and infrastructure, build and
operate better plants and ships, and dispatch emergency services to those in need.
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Over the past six years, the Company has taken significant measures to reduce its losses and return to profitability,
including extensive reductions in its workforce and the sale of several non-core business units and assets. In fourth quarter
1999, the Company exited the personal computer and generic server businesses, and in third quarter 2000 it exited the
development and design of most of its remaining hardware products. These actions allowed the Company to return to
nrofitability in 2001, The Company was profitable again in 2002 and 2003. While profitable, income from operations as a
percentage of revenues was less than 3% in each of these years. Most of the Company's income before taxes in the last
three years originated from $436.2 million intellectual property income, $31.9 million gains on sales of non-core assets,
and $20.9 million interest income. The Company carries no debt and has repurchased 16.3 million shares of its common
stock for approximately $378 million over the last three years.

Mr. Taylor, the Company’s former Chief Executive Officer ("CEQ"), announced plans to retire in late 2002 and the
Company's Board of Directors (“Board”) conducted a search for a new CEO. In July 2003, the Board hired a new CEQ from
outside Intergraph to lead the Company forward. Since July, the Company has introduced new vision, mission and culture
statements, changed its capital structure by repurchasing 10.9 million shares of the Company’s common stock for
approximately $283.2 million, added a new independent director, formed a Corporate Governance Committee comprised
solely of independent directors, and adopted new Corporate governance guidelines.

Management is focused on improving the Company’s operating margins. The overall strategic goal in the next two to three
years is the expansion of operating margin percentages (income from operations divided by revenue) to be more in [ine with
our peers. While primarily focused on operating margins, management also monitors revenue, gross margins, and
operating expenses for each business unit and the Company as a whole. The Company anticipates low revenue growth for
2004. The Company believes any improvement in income from operations for 2004 will primarily be due to expense
reductions as a result of the recent restructuring initiatives and anticipated slight improvements in gross margins. In
addition, management is evaluating each of the Company's businesses to determine the size of the markets served, growth
prospects for each market, potential strategies to grow each business, and the risks versus available risk-adjusted returns of
each of the businesses. This initial review should be completed in 2004. '

Fluctuations of the U.S. dollar in international markets had a significant impact on the Company's results of operations in
2003. The Company estimates that the weakening of the U.S. dollar in the Company's international markets, primarily in
Europe, positively impacted revenue by approximately 5.5%, negatively impacted operating expenses by approximately
4.9%, and improved the Company's operating results by approximately $0.16 per share (diluted) in comparison to 2002, A
strengthening U.S. dollar could materially adversely affect the Company's future results of operations.

The Company's business segments offer software solutions to satisfy engineering, design, modeling, analysis, mapping, and
information technology needs. The Company’s business segments also offer related professional services to satisfy these
needs. Products and services are sold through industry-focused direct and indirect channels worldwide, with the United
States and Europe representing approximately 83% of total revenues for 2003.

In addition, the Company has intellectual property that resulted from its hardware design and manufacturing operations
that the Company exited in 2000. The inteilectual property is used in a variety of industries, including computers, consumer

(

©)




Financial Review

electronics, telecommunications, and electronics design. The Company defends the value of its intellectual property ("IP")
portfolio through licensing and litigation. The Company remains actively engaged in licensing discussions, as well as patent

litigation with several companies.

The Company'’s current operations are divided into four business segments along with a Corporate oversight function
("Corporate"). The Company's business segments are Intergraph Process, Power & Offshore ("PPO"); Intergraph Mapping
and Geospatial Solutions ("IMGS"); Intergraph Solutions Group ("1SG”); and Intergraph Public Safety, Inc. ("IPS”).

RESULTS OF OPERATIONS

The following financial data sets forth the results of operations of the Company for each year in the three-year pericd ended

December 31, 2003.

2003 2002 2001
(4n thousands)
Revenues $527,262 $501,077 $532,061
Cost of revenues 274,077 267,237 298,735
Gross profit 253,185 233,840 233,326
Operating expenses 234,681 217,303 221,617
Restructuring charges (credits) 3,952 2,106 (384)
Income from operations 14,552 14,431 12,093
Intellectual property income (expense), net 5.784 434,471 {4,006)
Gains on sales of assets 3,421 17,214 11,243
Interest income 6,588 6,886 7,427
Other income (expense), net (2,128) (3,830) 2,161
Income before income taxes and minority interest 28,217 469,172 28,918
Income tax expense (5,010) (91,135) (8,500)
Income before minority interest 23,207 378,037 20,418
Minority interest (285) (476)
Net income $ 23,207 $377,752 $19,942
Revenues

Total revenue for 2003 was $527.3 million, up 5% from 2002 after declining 6% in 2002 from 2001. The increase in 2003
revenues is primarily the result of a weaker U.S. dollar against the currencies of the Company's foreign subsidiaries.
Exclusive of the currency impact, revenue levels were flat with 2002 levels. The 2002 decline is attributable to weak
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economic conditions worldwide, the 2001 sale of the Company’s Middle East operations, and a significant reduction in
hardware maintenance revenue, partially offset by increased software maintenance revenues.

Total U.S. revenues, including sales to the federal government, were $277.4 million in 2003, down 3% from the 2002 level
of $285.9 million. Revenues in the U.S. for 2002 were flat with the 2001 level. European sales were up 25% in 2003,
after declining 12% in 2002. The increase in sales in Europe is primarily due to the weakening U.S. dollar against
European currencies. Sales in Asia were down 6% for 2003, primarily due to the completion in 2002 of a large services
contract in Australia, and up for 2002 from 2001 levels by 1%, as a result of new contracts in Australia. Revenue in 2003
for other international subsidiaries {$42.1 million) increased 15% due to progress on a large project in the Caribbean. In
2002, other international revenue ($36.7 million) declined 33%, due mainly to the 2001 sale of the Company's Middle East
operations.

Total revenue from the U.S. government was approximately $137.1 million in 2003, $136.9 million in 2002, and $143
million in 2001, representing approximately 26% of total revenue in 2003, and 27% of revenue in 2002 and 2001. The
majority of these revenues are attributed to the ISG business segment. The Company sells to the U.S. government under
long-term contractual arrangements, primarily indefinite delivery, indefinite quantity, and cost-based contracts, and through
sales of commercial products not covered by long-term contracts. Approximately 83% of the Company’s 2003 federal
government revenue was earned under long-term contracts. The Company believes its relationship with the federal
government to be good. While it is anticipated that these contracts will remain in effect through their stated expiration, the
contracts are subject to termination at the election of the government. Any loss of a significant government contract would
have an adverse impact on the results of operations of ISG and the Company as a whole.

The Company reports revenues in three categories, consisting of systems, maintenance, and services revenues. The
following discussions detail each of these revenue categories.

Systems: Systems revenue, consisting primarily of revenues earned from product sales, projects, and fixed-term and
perpetual software license and lease agreements, was $298 million for 2003, up 4% from 2002 levels of $287.9 million,
after declining 4% from 2001 to 2002. The increase for 2003 is primarily due to the weakening U.S. dollar and an increase
in revenue in the IPS business segment, offset by declines in revenue in the IMGS business segment for the completion of
several task orders on a large U.S. government contract and in the ISG business segment as contracts completed in 2002
were replaced with new contracts which are categorized as services revenues in 2003. The 2002 decrease is primarily due
to weak economic conditions worldwide and continuing order weakness in the Company’s Z/I Imaging Corparation (" Z/1
Imaging") business and in the Utilities and Communications sectors of IMGS.

Maintenance: Maintenance revenue, consisting primarily of revenues from support services, including telephone support,
software program fixes, and rights to product upgrades and enhancements, increased 8% in 2003, after declining 3% from
2001 to 2002. The improvement in 2003 maintenance revenues is primarily the result of the weakening U.S. dollar and an
increase in software maintenance revenues, offset by declines in hardware maintenance revenues. The Company's
hardware maintenance business has declined approximately 28% ($5.7 million) for 2003 and 47% (318 million) for 2002,
as a result of the Company's exit from the hardware business in 2000.
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Services: Services revenue, consisting primarily of revenues from implementation and consulting services, increased 7% in
2003, after decreasing 13% from 2001 to 2002. The 2003 increase is primarily the result of the weakening U.S. dollar and
the effect of a large U.S. government project that began mid-2003 in the ISG business segment, offset by the completion in
late 2002 of a large services contract in Australia. The 2002 decline is attributable to weak economic conditions worldwide,
especially in the Utilities and Communications sectors of IMGS, and the completion of the farge services contract in
Australia.

Gross Margin

The Company's total gross margin percentage on revenue was 48% in 2003, compared to 47% in 2002 and 44% in 2001.
For 2003, the improvement in margin is primarily due to the weakening of the U.S. dollar against foreign currencies.
Exclusive of the 2003 impact of the weakening dollar, total margin percentage would have been 47%.

Systems. Margin on systems revenue was 49% in 2003, 2002, and 2001. In general, the Company believes its systems
margins are improved by higher software content in the product mix, a weaker U.S. dollar in interational markets, and less
discounting. Also, systems margins are lowered by price competition, a higher services and third party content in the
product mix, a stronger U.S. dollar in international markets, and a higher mix of federal government sales, which generally
produce lower margins than commercial sales.

Maintenance.: Margin on maintenance revenue was 63% in 2003, 55% in 2002, and 47% in 2001. The continuing
improvement in margins over the past two years is partially the result of an increase in new software maintenance contracts
and fewer hardware maintenance contracts that produce lower margins than software maintenance contracts.

Maintenance margins in all business units improved from 2002 to 2003. Although revenues declined in 2002 due to the
expected decline in the Company's legacy hardware business, costs decreased at a higher rate primarily from headcount
reductions as ISG continued to align maintenance expenses with revenue levels.

Services: Margin on services revenue for 2003 was 25%, a decline from 2002 margin of 29% and flat with 2001 margin
of 25%. The decline in margin for 2003 included lower margin sales, particularly in the ISG business segment. More
effective cost controls and better overall utilization of resources in the PPO business segment, as well as completion of a
large services contract in Australia during 2002 positively impacted margins in 2002, Significant fluctuations in services
revenues and margins from period to period are not unusual and can be caused by new or completed large orders, delayed
progress on existing projects, and employee utilization rates.

Operating Expenses (exclusive of restructuring charges)
Operating expenses (exclusive of restructuring charges) increased 8% from 2002 to 2003 and were relatively flat from 2001

to 2002. The weaker U.S. dollar resulted in an estimated increase in reported operating expenses of $11.4 million in 2003.
Total operating expenses increased only 3% ($6 million) from 2002 to 2003, exclusive of this unfavorable currency impact.
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Product Development Expense: Product development expense increased 16% in 2003 after declining 6% from 2001
to 2002. The 2003 increase was due to continuing research and development investments in several new product offerings
in the PPO and IPS business units, including the development of the new SmartPlant® 3D and IntelliShip™ products which
were released to customers in 2003. The weaker U.S. dollar resulted in an estimated increase in reported product
development expenses of $820,000 in 2003. The 2002 decrease was primarily due to higher capitalization of development
costs offset by some increased expenses from new product development initiatives.

The Company capitalizes certain development costs incurred after the technological feasibility of new software products has
been established and amortizes those costs against the revenues generated by those products. Though the Company
regularly reviews its capitalized development costs to ensure recognition of any decline in value, it is possible that, for any
given product, revenues will not materialize in amounts anticipated due to industry conditions that include price and
performance competition, or that product lives will be reduced due to shorter product cycles. Should these events occur,
the carrying amount of capitalized development costs would be reduced, producing adverse effects on the Company's
systemns margin and results of operations (see Note 1 of Notes to Consolidated Financial Statements).

The Company currently has many ongoing projects relating to development of new products and enhancement of existing
products. The ultimate timing and impact of certain of these projects on the Company's results of operations and financial
condition cannot be accurately predicted. Some of the Company's significant products, several of which were released
during 2003, include software for engineering information management, intelligent piping and instrumentation diagrams,
3D visualization, enterprise information access and reports, and 2D CAD; and new technology for the earth-imaging
industry, including new digital products for photogrammetry, airborne reconnaissance, aerial mapping, and image
distribution. For the significant products released during 2003, costs incurred over the past six years totaled $75.1 million.
The Company will continue to enhance the functionality of these and other products to meet the challenges of industries
characterized by intense competition and rapidly changing technologies.

Sales and Marketing Expense: Sales and marketing expense increased 5% from 2002 to 2003 and increased only
slightly from 2001 to 2002. The 2003 increase occurred primarily in the PPO and IPS business units due to the weakening
of the U.S. dollar against international currencies. Excluding the estimated $7.2 million unfavorable currency impact, sales
and marketing expense decreased 3% from 2002 to 2003. The 2002 increase was due to the weakening of the U.S. dollar
against international currencies and increased sales and marketing activity, primarily in PPO. These increases were partially
offset by reduced spending in IMGS as a result of combining the Utilities and Communications and Z/I Imaging businesses
with the IMGS business unit in late 2002.

General and Administrative Expense: General and administrative expense for 2003 increased 6% from the 2002 level
and was flat from 2001 to 2002. The increase from 2002 to 2003 was primarily the result of the estimated $3.4 million
unfavorable currency impact and higher legal expenses associated with the Bentley Systems, Inc. (“BSI”) litigation and
other general Corporate legal matters.
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Restructuring Charges

In 2003, the Company recorded $4 million in restructuring charges in an effort to realign costs with revenues in the
Corporate and IMGS business segments. In 2002, the Company recorded $2.1 million in restructuring charges as a result
of combining the Utilities & Communications business with the IMGS division. In 2001, the Company reversed severance
liabilities of $384,000 for its 2000 restructuring plan. For a complete description of these charges, see Note 10 of Notes to
Consolidated Financial Statements for details of the Company's restructuring activities.

In first quarter 2004, the Company expects to record $1.2 million in restructuring charges as a result of realignment of costs
in relation to revenues in the PPO business segment. The Company does not anticipate any further restructuring charges to
be recorded during 2004 as long as the Company remains on its 2004 plan.

Non-operating Income and Expense

intellectual Property: "Intellectual property income {expense), net” in the consolidated statements of income consists of
income resulting from settlements and licensing of the Company's intellectual property, net of legal fees and other expenses
associated with maintaining and defending the Company's intellectual property. Income and expenses associated with the

inteltectual property division, including related legal expenses, are classified and reported in this section of the consolidated

statements of income in order to more clearly show the operating results of the Company’s business units.

fn third quarter 2003, the Company recorded $18 million in income from its settlement of all patent disputes with Texas
Instruments Incorporated (“TI"). In first quarter 2003, the Company recorded income of $10 million due to a balancing
payment from International Business Machines Corporation ("IBM"} for future royalties in a full cross-licensing agreement
that also resolved all outstanding patent infringement claims between IBM and the Company. For the twelve months ended
December 31, 2003, $22.2 million in legal fees and other related expenses associated with protecting and licensing the
Company's intellectual property were netted against this income.

In second quarter 2002, Intergraph and Intel settled a patent infringement lawsuit filed in Alabama Federal Court in 1997 for
$300 million, which the Company received in May 2002. In fourth quarter 2002, the U.S. District Court for the Eastern
District of Texas ruled in favor of the Company in a related patent infringement case, resulting in an additional $150 million
payment from Intel, which was received in November 2002. For the twelve months ended December 31, 2002, $15.6 million
in legal fees and other related expenses associated with protecting and licensing the Company's intellectual property were
netted against this income.

In 2001, the Company recorded $4 million in legal fees and other related expenses associated with protecting and licensing
the Company's intellectual property. See Note 18 of Notes to Consolidated Financial Statements for further discussion on
these transactions.

Gains on Sales of Assets: "Gains on sales of assets” in the consolidated statements of income and cash flows consists
of the net gains and losses recagnized by the Company on sales of various non-core subsidiaries, divisions, and product
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lines, and gains recorded on real estate sales. See Notes 16 and 17 of Notes to Consolidated Financial Statements for
details of the Company’s acquisitions and divestitures during the three-year period ended December 31, 2003.

In 2003, IMGS reported a net gain of approximately $1.1 million from the March 2003 sale of its aeronautical intellectual
property assets to Ingegneria Dei Sistemi S.p.a. in Rome, taly. In July 2003, the Company recognized a gain of $1.8 milfion
for the sale of its remaining 1.5 million shares of Creative Technology Ltd. {"Creative") stock. In December 2003, the
Company also recognized a gain of $470,000 on the sale of 383 acres of unoccupied land adjacent to its Huntsville
headquarters.

In 2002, the Company reported an additionat gain of $2 millien from the 2000 sale of its Intense3D graphics accelerator
division to 3Dlabs Inc., Ltd. (“3Diabs"), as the shares originally placed in escrow were released in March 2002. In May
2002, Creative purchased all of the outstanding shares of 3Dlabs for $3.60 per share, paying one-third in cash and two-
thirds in Creative common stock. The Company recognized a gain of $17 million on the sale of its 3Dlabs stock to Creative.
In July 2002, Intergraph sold approximately 789,000 shares of Creative stock for a net loss of $1.3 million. In March 2002,
the Company also sold its subsidiary in Greece, reporting a net loss of $455,000.

In 2001, the Company reported an additional gain of approximately $10.1 million from the 2000 sale of its civil, plotting, and
raster product lines to BSI as part of the initial consideration for the sale, as well as consideration for transferred and renewed
maintenance revenues for the products sold to BSI, as provided for in the original sale agreement. See Note 18 of Notes to
Consolidated Financial Statements for a discussion of pending fitigation with BSI. Also in 2001, the Company reported an
additional gain of $581,000 as a result of the final calculation and settlement of the eam-out provisions with 3Dlabs. In
2001, the Company sold its Middle East operation and reported a net gain of $530,000.

Interest Income: nterest income was $6.6 million in 2003, $6.9 million in 2002, and $7.4 million in 2001. Interest
income decreased in 2003 due to lower interest rates earned and the reduction in principal balance of the BSI note from
2002, but was partially offset by an increase in interest income from short-term investments due to proceeds from P
litigation.

Other: "Other income (expense), net” in the consolidated statements of income consists primarily of interest expense,
foreign exchange gains and losses and other miscellaneous items of non-operating income and expense. In 2003, this
amount included a $1.4 million net foreign exchange loss, $608,000 in losses on the disposal of various assets, and
interest expense of $212,000. In 2002, this amount included a $7 million write-down of the other-than-temporary loss on
Creative stock, an additional gain of approximately $1.1 million on the prior sale and leaseback of a European office
building, gains of $691,000 on the disposal of various assets, a dividend of $376,000 from Creative, a $277,000 net
foreign exchange gain, and interest expense of $219,000. In 2001, this amount included a $3.8 million payment received
from Micrografx, Inc. for a convertible debenture held by the Company, interest expense of $1.8 million, $1.7 million for a
Mentor Graphics warrant, and a net foreign exchange loss of $1.5 million. See “Impact of Currency Fluctuations and
Currency Risk” and Notes 6 and 17 of Notes to Consoclidated Financial Statements.
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Income Taxes

The Company earned pretax income before minority interest of $28.2 million in 2003, compared to $469.2 million in 2002
and $28.9 million in 2001. Income tax expense in 2003 was attributable both to taxes on individually profitable majority-
owned subsidiaries and patent litigation income, partially offset by tax benefits of $4.1 million which resulted from favorable
resolutions of audit issues with the Internal Revenue Service. Income tax expense in 2002 and 2001 resulted from taxes on
individually profitable subsidiaries. Income tax expense in 2002 also resulted from income from IP litigation.

The Company must continually assess the likelihood that it will be able to recover deferred tax assets. If recovery is not likely,
the Company must increase its provision for taxes by recording a valuation allowance against the deferred tax assets. As of
December 31, 2003, the Company believed that ali of the deferred tax assets recorded on its balance sheet would ultimately
be recovered. However, should there be a change in the Company’s ability to recaver its deferred tax assets, the tax provision
would increase in the period in which the Company determines that the recovery is not probable.

in addition, the calculation of tax liabilities involves dealing with uncertainties in the application of complex tax regulations
from over 30 countries around the world. The Company recognizes liabilities for anticipated taxes in the U.S. and other tax
jurisdictions based on its estimate of whether, and the extent to which, taxes are and could be due. If the Company
ultimately determines that payment of these amounts is unnecessary, the Company would reverse the liability and recognize a
tax benefit during the period in which it determines that the liability is no longer necessary. The Company would record an
additional charge in its provision for taxes in the period in which it determines that the recorded tax liability is less than it
expects for the ultimate assessment.

Note 11 of Notes to Consolidated Financial Statements contains a reconciliation of statutory income tax expense to actual
income tax expense for each year in the three-year period ended December 31, 2003, and includes further details of the
Company's tax position, including net income and tax credit and net operating loss carryforwards.

Results by Business Segment

The Company's current operations are divided into four business segments, along with & Corporate oversight function. The
following discussion provides a comparative analysis of results of operations including restructuring charges {credits) based on
the Company's current business structure. See Note 15 of Notes to Consolidated Financial Statements for further explanation
and details of the Company's segment reporting.

PPO; PPO earned operating income of $16 million, $19 million, and $6.8 million, on revenues of $132.8 million, $124.1
miltion, and $116.5 million, in 2003, 2002, and 2001, respectively. The 7% increase in revenue in 2003 was due to higher
new license and software maintenance revenue, including a large maintenance contract signed with GRAD (a consortium of
shipbuilders for new shipbuilding applications), strong sales of new information management products, and continued strong
sales of the 2D/3D design tools. Revenue increased 7% in 2002, compared to 2001, due to nonrecurring revenue in the
shipbuilding business and growth in new products covering instrumentation design, materials/procurement management, and
information management software. PPO’s total gross margin improved from 68% in 2002 to 70% in 2003 and from 61% in
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2001 to 68% in 2002. The increase in the 2003 gross margin was primarily due to improved maintenance margins as a
result of the large maintenance contract with GRAD, while the increase in the 2002 gross margin was the result of growth in
higher margin products, improvements in services margins, and fewer sales of low-margin hardware and hardware
maintenance. Operating expenses increased 18% in 2003 while 2002 operating expenses were flat with the 2001 level. The
increase in operating expenses for 2003 was due to higher product development expenses for new products, higher sales and
marketing costs resulting from the weakening of the U.S. dollar, trade shows and customer events, and higher sales
compensation costs due to higher revenue.

IMGS: In 2003, IMGS reported operating income of $3.8 million on revenue of $210 million, compared to a 2002
operating loss of $2.1 million on revenue of $195.1 million and 2001 operating income of $6.1 million on revenue of
$222.7 million. IMGS’ 2003 increases in revenue and operating income were due to increased product sales and project
sales that include products, services, and third party content, primarily in Europe and Canada. The 2002 declines in
revenue and operating income were the result of less capital spending in the utilities; communications; local, state, and
federal government; and earth imaging markets. The 2001 results also included nonrecurring transactions causing 2002
revenue to appear low in comparison. IMGS' total gross margin was approximately 47% in 2003, 48% in 2002, and 47%
in 2001. Operating expenses for 2003, which incfuded $1.5 million in restructuring charges, were relatively flat with 2002.
Compared to 20071, operating expenses for 2002 were 2% lower, due to a decrease in headcount and an increase in
development costs that qualified for capitalization offset by $1 million in restructuring charges.

/5G: In 2003, ISG earned operating income of $8.1 million on revenue of $120.9 million, compared to 2002 operating
income of $5.9 million on revenue of $127 million and 2001 operating income of $10 million on revenue of $134.1 million.
ISG's systems and maintenance revenues continue to be adversely impacted by the Company's exit from the hardware
business in 2000. ISG’s total gross margin was 24% in 2003 and 2002, a slight decrease compared to 25% in 2001. The
decrease from 2001 to 2002 was due to a significant, nonrecurring government purchase of third-party software with very
low margin. Operating expenses decreased 14% from the 2002 level due to decreases in sales and marketing and general
and administrative expenses as 1SG continued to align expenses with revenue levels and increased 3% from 2001 to 2002
due to higher sales and marketing expenses associated with expanding into the commercial services market.

IPS: |PS earned operating income of $14.4 million, $14.6 million, and $8.2 million, on revenues of $67.2 million, $63.6
miilion, and $60.9 million in 2003, 2002, and 2001, respectively. The 2003 increase in revenue was due to new projects
and more maintenance contracts, which offset the loss of revenues from a large Australian services contract that ended in
September 2002. A 2002 decline in revenue from Asia and Canada was offset by higher revenue recognized on several
major projects in the United States and Europe. The operating income decrease in 2003 was attributable to higher total
gross margins that partially offset an increase in operating expenses and the loss of margin related to the services contract
in Australia. The 2002 increase in operating income was due to higher revenue with better gross margins, flat operating
expenses, and a one-time sale of software and systems associated with the completion of a large outsourcing contract in
Australia. IPS" total gross margin improved from 49% in 2002 to 52% in 2003 as a result of the completion of the large
Australian services contract in 2002 and improved maintenance margins. The 2002 margin improvement from 41% in
2001 was also primarily attributable to the completion of the Australian services contract in 2002.
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Corporate: Corporate incurred operating losses of $27.7 million in 2003, $23.3 million in 2002, and $19 million in 2001,
on revenues of $12.7 million, $13.1 million, and $33.8 million, respectively. The decline in total revenues was due to
declining international hardware maintenance as a result of the Company's exit from the hardware business. The operating
losses were mainly due to continuing costs of exiting the hardware business, including management of warranty reserves,
inventory write-downs, and management of a repair depot. Operating expenses for 2003 increased 17% from 2002 while
2002 operating expenses decreased 4% from 2001, The 2003 increase was due to higher legal expenses associated with
the BSI litigation and other general Corporate legal matters and $1.5 million in additiona! restructuring costs. The 2002
decrease was due to the Company's efforts to reduce its Corporate overhead, primarily through reductions in headcount.

Outlook for 2004

The Company expects that the markets in which it competes will continue to be characterized by intense competition,
rapidly changing technologies, and shorter product cycles. Further improvement in the Company's operating results will
depend on a reduction in operating expenses, improvements in gross margins, revenue growth, and further market
penetration by accurately anticipating customer requirements and technological trends, and rapidly and continuously
developing and delivering new products and services that are competitively priced, offer enhanced performance, and meet
customers’ requirements. In addition, the Company continues to face legal expenses of unknown duration and amount as
it licenses its intellectual property and otherwise asserts its intellectual property.rights. The ultimate impact of these
initiatives is subject to known and unknown risks and uncertainties. See “Cautionary Note Regarding Forward-Looking
Statements.”

Many factors affect financial performance, and past performance is no assurance of similar future performance, although
the Company remains focused on short-term goals and objectives designed to improve profitability.

Litigation and Other Risks and Uncertainties

See Note 18 of Notes to Consolidated Financial Statements for a discussion of the Company's legal proceedings and other
risks and uncertainties.

LIQUIDITY AND CAPITAL RESOURCES

At December 31, 2003, cash and short-term investments totaled $265.8 million compared to $506 million and $110.8
million at December 31, 2002, and 2007, respectively. The reduction in cash and short-term investments in 2003 is due
primarily to repurchases of 11.4 million shares of the Company’s common stock for $290.7 million, including 10 million
shares via a modified Dutch auction tender offer completed in December 2003 and $41.2 million of tax payments (primarily
as a result of the Intel settlement and litigation proceeds). Decreases in the Company’s cash during the year were offset by
increases in cash due to $18 million from the proceeds of the TI settlement, $10 million from the proceeds of the IBM
settlement, $12.4 million from the proceeds of the sale of Creative stock, and $13.9 million from the exercise of stock
options and employee stock purchases. The improvement in cash and short-term investments in 2002 is due primarily to
the receipt of $450 million from the Intel litigation, $13.4 million from the sale of its 3Dlabs stock, and $7.9 million from
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the sale of Creative stock. During 2002, the Company spent approximately $83.6 million to purchase 4.7 million shares of
its common stock under a stock repurchase program.

The Company generates cash from operations primarily from net income plus non-cash charges included in net income and
reductions in working capital requirements. The Company uses cash primarily for capitalized software development, capital
expenditures, and any increases in working capital requirements. The Company incurred capital expenditures in 2002 and
2003 of approximately $10 million each year and expects that capital expenditures wiil require $10 million to $12 million in
2004, primarily for the purchase of computer equipment. The Company does not anticipate significant non-operating
events that will require the use of cash, with the exception of the Company's stock repurchase program. In 2003, the
Company’s Board authorized an increase in the funding for the stock repurchase program from $175 million to $250
million (of which $115.7 million has been used as of January 31, 2004). The Board also extended the termination date for
the stock repurchase program from December 31, 2004, to December 31, 2005, and approved privately negotiated
transactions in addition to open market purchases of the Company’s stock. The Company spent approximately $22 miltion
in 2003 ¢n patent litigation and enforcement and could spend a similar amount in 2004, See the Company's Annual
Report on Form 10-K for the year ended December 31, 2001, for further discussion of the Company’s stock buyback plan
and litigation.

At December 31, 2003, the Company had no debt. During 2002, the Company reduced its debt under various floating rate
arrangements to approximately $169,000. Due to the immaterial amount of debt at December 31, 2002, market risk of
future increases in interest rates was not considered material.

In September 2002, in order to reduce the cost of issuing letters of credit, the Company established a $12.5 million credit
line with Wells Fargo Bank to cover its outstanding letters of credit secured by $15 million of interest-bearing securities.
This credit line was reduced on January 20, 2004, to $6 million secured by $8.2 million of interest-bearing securities.
Under this arrangement, the Company earns interest on the securities and withdrawal of securities is allowed, but the
Company is required to maintain a level of securities sufficient to cover total outstanding letters of credit (which totaled
$4.9 million at January 31, 2004).

The Company's average collection period for accounts receivable in 2003 was approximately 72 days, representing a
decrease of 15 days from the prior year. Approximately 73% of the Company's 2003 revenues were derived from
international customers and the U.S. government, both of which traditionally have longer collection periods. Total U.S.
government accounts receivable were $23.5 million at December 31, 2003 (compared with $26.7 million at December 31,
2002). The Company endeavors to enforce its payment terms with these and other customers, and grants extended
payment terms only in very limited circumstances.
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The following is a summary of certain of the Company's obligations and commitments as of December 31, 2003:

(in thousands) Payments due by period

Less than 1 More than
Contractual Obligations Total year 1-3 years 3-5 years 5 years
Capital Lease Obligations $ 150 $ 150 $ - $ - $
Operating Lease Obligations 51,716 11,954 12,249 4,647 22,866
Other Noncurrent Liabilities 548 344 144 60
Research and Development Services
Agreement Commitment 3,800 3,800
Total . $56,214 $15,904 $12,593 $4,791 $22,926

The Company believes that the combination of existing cash balances and cash flow from operations will exceed cash
requirements for operations for 2004. ‘

FOURTH QUARTER 2003

Revenue in fourth quarter was $145.8 million, an increase of 19% from fourth quarter 2002 revenues of $122 million.
Significant factors contributing to the overall increase in revenues include $7.5 million for a new professional services
contract in the ISG business unit, increased product sales to international customers for $6.4 million, $4 million from new
maintenance contracts, and an increase in reported revenues due to the weakening of the U.S. dollar. Cost of revenues
increased 22% from fourth quarter 2002 levels. Gross margin declined from 49% of total revenues in 2002 to 47% in
2003, resulting from third party material elements of the new professional services contract mentioned above. Operating
expenses (excluding restructuring charges) increased 17% from the fourth quarter 2002 level. This increase results mainly
from an increase in legal fees, a weakening of the U.S. dollar against European currencies, and higher product development
expenses for new and existing products. Restructuring charges in fourth quarter 2003 were $4 million, as compared to
$2.1 million in fourth quarter 2002, Operating results for fourth quarter 2003 included $6.8 million net intellectual
property expense and other non-operating income items netting to $506,000. Fourth quarter 2002 operating results were
impacted by the Intel patent litigation gain of $148.2 million and by other net expense of $4.5 million, including the $7
million write-down of a long-term investment. The Company earned net income of $1.4 million ($0.03 per share diluted)
for the quarter, compared to net income of $30.1 million ($1.85 per share diluted) in fourth quarter 2002.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In November 2002, the Financial Accounting Standards Board (“"FASB") issued Interpretation ("FIN") No. 45, Guarantor's
Accounting and Disclosure Requirements for Guarantees, Including indirect Guarantees of indebtedness of Others, which is
effective for guarantees issued or modified after December 31, 2002. FIN No. 45 elaborates on the existing disclosure
requirements for most quarantees, including loan guarantees such as standby letters of credit. It also clarifies that at the
time a company issues a guarantee, the company must recognize an initial liability for the fair value, or market value, of the
obligations it assumes under the guarantee and must disclose that information in its interim and annual financial
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statements. The provisions related to recognizing a fiability at inception of the guarantee for the fair value of the
guarantor’s obligations does not apply to product warranties or to guarantees accounted for as derivatives. The adoption
of FIN No. 45 in first quarter 2003 did not have a significant impact on the Company’s consolidated operating results or
financial position. The Company has not incurred costs to settle claims or pay awards under the patent infringement
indemnity provisions of some of our sales agreements with customers; therefare, the Company has recorded no liabilities
for these agreements as of December 31, 2003.

In January 2003, FASB issued FIN No. 46, Consolidation of Variable Interest Entities {revised December 2003), an
interpretation of Accounting Research Bulletin No. 51, Consolidation of Financial Statements, which addresses
consolidation of variable interest entities {“VIEs") by business enterprises. This Statement is required in financial
statements of public entities that have interests in VIEs or potential VIEs commonly referred to as special-purpose entities
for periods ending after December 15, 2003. Application by public entities (other than small business issuers) for ali other
types of entities is required in financial statements for periods ending after March 15, 2004. The Company is still
evaluating the impact, if any, that adoption of FIN No. 46 may have on its consolidated results of operations or financial
position.

On April 30, 2003, FASB issued Statement of Financial Accounting Standards ("SFAS”) No. 149, Amendment of Statement
133 on Derivative Instruments and Hedging Activities, in order to provide for more consistent reporting of contracts as
either freestanding derivative instruments subject to SFAS No. 133 in its entirety, or as hybrid instruments with debt host
contracts and embedded derivative features. SFAS No. 149 is effective for contracts entered into or modified after June 30,
2003, and for hedging relationships designated after June 30, 2003. The adoption of this statement did not have a
significant impact on the Company's consclidated results of operations or financial position.

On May 15, 2003, FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of both
Liabilities and Fquity, which establishes standards for classifying and measuring as liabilities certain freestanding financial
instruments that embody obfigations of the issuer and have characteristics of both liabilities and equity. The statement
defines an obligation as “a conditional or unconditional duty or responsibility on the part of the issuer to transfer assets or
to issue its equity shares.” SFAS No. 150 is effective for all financial instruments created or modified after May 31, 2003,
and otherwise effective at the beginning of the first interim period beginning after June 15, 2003. The adoption of this
statement did not have a significant impact on the Company’s consolidated results of operations or financial position.

In December 2003, FASB revised SFAS No. 132, Employers’ Disclosures about Pensions and Other Postretirement Benefits --
an amenament of FASB Statements No. 87, 88, and 106. This statement revises employers’ disclosures about pension
plans and other postretirement benefit plans to provide more information about pension plan assets, obligations, benefit
payments, contributions, and net benefit cost. This Statement retains the disclosures required by the originally issued SFAS
No. 132 and requires further disclosures, including information describing the types of plan assets, investment strategy,
measurement date(s), plan obligations, cash flows, and components of net periodic benefit cost recognized during interim
periods. SFAS No. 132 (revised 2003) is effective for financial statements with fiscal years ending after December 15,

2003, except for disclosure of information about foreign plans and disclosure of estimated future benefit payments, which
are effective for fiscal years ending after June 15, 2004.
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CRITICAL ACCOUNTING POLICIES

The Company's significant accounting policies are disclosed in Note 1 of Notes to Consolidated Financial Statements. The
preparation of financial statements in conformity with accounting principles generally accepted in the United States requires
that management use judgments to make estimates and assumptions that affect the amounts reported in the financial
statements. As a result, there is some risk that reported financial results could have been different had other methods,
assumptions, and estimates been used.

The Company believes that of its significant accounting policies, the following may involve a higher degree of judgment and
complexity in preparing its consolidated financial statements.

Revenue Recognition

The Company accounts for arrangements that include software in accordance with American Institute of Certified Public
Accountants Statement of Position (“SOP™) No. 97-2, Software Revenue Recognition. The application of SOP No. 97-2
requires judgment, including whether a software arrangement includes multiple elements, and if so, whether vendor-
specific objective evidence ("VSOE") of fair value exists for those elements. Changes to the elements in a software
arrangement, the ability to identify VSOE for those elements, the fair value of the respective elements, and changes to a
product’s estimated life cycle could materially impact the amount of earned and unearned revenue,

For arrangements with multiple elements, the Company allocates revenue to each element of a transaction based upon its
fair value as determined by VSOE. VSOE of fair value for all elements of an arrangement is based upon the normal pricing
and discounting practices for those products and services when sold separately. The Company defers revenue for any
undelivered elements, and recognizes revenue when the product is delivered or over the period in which the service is
performed, in accordance with the Company's revenue recognition policy for such element. If the Company cannot
objectively determine the fair value of any undelivered element included in bundled software and service arrangements, the
Company defers revenue until all elements are delivered and services have been performed, or until fair value can
objectively be determined for any remaining undelivered elements. When the fair value of a delivered element has not been
established, the Company uses the residual method to record revenue if the fair value of all undelivered elements is
determinable. Under the residual method, the fair value of the undelivered elements is deferred and the remaining portion
of the arrangement fee is allocated to the delivered elements and is recognized as revenue.

IMGS, ISG, and IPS derive a significant portion of revenue from contracts accounted for by the percentage-of-completion
method with contractual terms generally fixed. The Company regularly reviews its progress on these contracts and reviews
the estimated costs of fulfilling its obligations. If the Company does not accurately estimate the resources required or the
scope of the work to be performed, or does not manage these contracts properly within the planned periods of time or
satisfy its obligations under the contracts, then future revenue and margins may be significantly and negatively affected, or
losses on existing contracts may need to be recognized. Any resulting reductions in revenues, margins, or contract losses
could be material to the Company's results of operations.
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Maintenance and services are provided on both an as needed and long-term basis. Maintenance and services provided
outside a maintenance contract are on an as requested basis and revenue is recognized as the services are provided.
Revenue for maintenance and services provided on a long-term basis is recognized ratably over the terms of the contract.

Professional services revenues include fee-based implementation and consulting services. These services are often billed on
a time-and-materials basis. The Company recognizes such professional services revenues as related services are rendered.

The Company evaluates arrangements with governmental entities containing "fiscal funding” or “termination for
convenience” provisions, where such provisions are required by law, to determine the probability of possible cancellation. If
such a determination cannot be made, revenue is recognized upon the earlier of cash receipt or approval of the applicable
funding provision by the governmental entity.

Capitalized Software

The Company capitalizes certain product development costs incurred after the technological feasibility of new software
products has been established and amortizes these costs on a straight-line basis once revenues begin to be generated by
these products. Though the Company regularly reviews its capifalized development costs to ensure recognition of any
decline in value, it is possible that, for any given product, revenues will not materialize in amounts anticipated due to
industry conditions that include price and performance competition, or that products will have shorter lives. Should these
events occur, the carrying amount of capitalized development costs would be reduced, producing adverse effects on the
Company's systems margin and results of operations. The Company routinely assesses projects in process and associated
€osts capitalized for any net realizable value concerns. Based on this assessment, the Company decided to cease further
capitalization for certain projects and increase product development expense by $12.2 million, $10.5 million, and $8.6
million, in 2003, 2002, and 2001, respectively.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Impact of Currency Fluctuations and Currency Risk

International markets, particularly Europe and Asia, are important to the Company. The Company's operaticns are subject
to and may be adversely affected by a variety of risks inherent in doing business internationally, such as government policy
restrictions, worldwide political conditions, currency exchange fluctuations, and other factors.

Fluctuations in the value of the U.S. dollar in international markets can have a significant positive or negative impact on the
Company's results of operations, For 2003, approximately 47% of the Company's revenue was derived from customers
outside the United States, primarily through subsidiary operations. Most subsidiaries sell to customers and incur and pay
operating expenses in local currencies. These local currency revenues and expenses are translated into U.S. dollars for
reporting purposes. A stronger U.S. dollar will decrease the level of reported U.S. dollar orders and revenues, decrease the
U.S. dollar gross margin, and decrease reported U.S. dollar operating expenses of the international subsidiaries. A weaker
U.S. dollar will have the opposite impact. The Company estimates that the weakening of the U.S. dollar in its international
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markets improved its results of operations by approximately $0.16 per share (diluted) in 2003. For 2002, the Company
estimated that the weakening of the U.S. dollar positively impacted its results of operations by approximately $0.04 per
share (diluted), and for 2001, the strengthening of the U.S. dollar adversely impacted its results of operations by
approximately $0.08 per share (diluted).

The Company estimates that the result of a uniform 10% strengthening in the value of the U.S. dollar relative to the
currencies in which the Company’s sales are denominated would result in a decrease in earnings of approximately $6
million for the year ended December 31, 2003. Likewise, a uniform 10% weakening in the value of the U.S. dollar would
result in increased earnings of approximately $7 million. This calculation assumes that each exchange rate would change in
the same direction relative to the U.S. dollar. In addition to the direct effects of changes in exchange rates, exchange rate
fluctuations may also affect the volume of sales and foreign currency sales prices. The Company's estimation of the effects
of changes in foreign currency exchange rates does not consider potential changes in sales levels or local currency prices.
See Note 15 of Notes to Consolidated Financial Statements for a summary of the Company's revenues by geographic area.

The Company conducts business in all major markets outside the United States, but the most significant of these operations
with respect to currency risk are located in Europe and Asia. Local currencies are the functional currencies for the
Company's Canadian subsidiaries, a Japanese subsidiary, and all but one of the Company’s European subsidiaries. The U.S.
dollar is the functional currency for all other international subsidiaries. See Note 1 of Notes to Consolidated Financia
Statements for a description of the Company's policy for managing the currency risks associated with its international
operations.

In 2003, the Company recorded a net foreign exchange loss of $1.4 million, as compared to a net foreign exchange gain of
$277,000 in 2002, and a net foreign exchange loss of $1.5 million in 2001. The Company’s exchange loss for 2003
resulted primarily from the unrealized loss on revaluation of euro-denominated intercompany loans and service fees. The
Company's exchange loss for 2001 resulted primarily from the strengthening of the U.S. dollar against the euro, particularly
with respect to euro-denominated intercompany receivables combined with approximately $715,000 in loss incurred as the
result of subsidiary recapitalizations. At December 31, 2003, the Company had no forward exchange contracts
outstanding.

The Company estimates that a uniform 10% strengthening or weakening in the value of the U.S. dollar relative to the
currencies in which such intercompany receivables and loans are denominated at December 31, 2003, would not result in a
significant loss or improvement in earnings. This calculation assumes that each exchange rate would change in the same
direction relative to the U.S. dollar.

See Notes 1 and 6 of Notes to Consolidated Financial Statements for further information related to management of
currency risk.
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INTERGRAPH CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, ° 2003 2002
(in thousands, except share and per share amounts)
Assets
Cash and cash equivalents $265,782 $490,097
Short-term investments 15,927
Total cash and short-term investments 265,782 506,024
Accounts receivable, net 150,927 152,187
Inventories, net 15,443 19,397
QOther current assets 37,673 39,795
Total current assets 469,825 717,403
Investments in affiliates 9,499 20,700
Capitalized software development costs, net 29,520 29,830
Other assets, net 12,500 16,889
Property, plant, and equipment, net 51,099 50,818
Total Assets $572,443 $835,640
Liabilities and Shareholders’ Equity
Trade accounts payable $ 23,052 $ 17,850
Accrued compensation 38,781 31,541
Other accrued expenses 40,855 35,730
Billings in excess of sales 48,711 43,908
Income taxes payable 27,177 67,477
Short-term debt 169
Total current liabilities 178,576 196,675
Deferred income taxes 13,465 16,260
Other noncurrent liabilities 548 995
Total noncurrent liabilities 14,013 17,255
Shareholders’ equity:
Common stock, par value $0.10 per share - 100,000,000 shares
authorized; 57,361,362 shares issued 5,736 5,736
Additional paid-in capital 201,240 206,888
Deferred compensation (1,552)
Retained earnings 609,227 586,020
Accumulated other comprehensive income (loss) 12,790 (659)
827,491 797,985
Less - cost of treasury shares (21,259,223 at December 31, 2003,
and 11,198,767 at December 31, 2002) (447,587) (176,275)
Total shareholders ' equity 379,854 621,710
Total Liabilities and Shareholders’ Equity $572,443 $835,640

The accompanying notes are an integral part of these consolidated financial statements.
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INTERGRAPH CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

Financial Review

Year Ended December 31, 2003 2002 2001
(in thousands, except per share amounts)
Revenues
Systems $297,972 $287,899 $301,483
Maintenance 131,099 121,513 125,305
Services 98,191 91,665 105,273
Total revenues ' 527,262 501,077 532,061
Cost of revenues
Systems 150,857 146,525 153,790
Maintenance 49,173 55,162 66,367
Services 74,047 65,550 78,578
Total cost of revenues 274,077 267,237 298,735
Gross profit 253,185 233,840 233,326
Product development 58,958 50,669 53,892
Sales and marketing 101,393 96,689 96,258
General and administrative 74,330 69,945 71,467
Restructuring charges (credits) 3,952 2,106 (384)
Income from operations 14,552 14,431 12,093
Intellectual property income {(expense), net 5.784 434,471 (4,006)
Gains on sales of assets 3,421 17,214 11,243
Interest income 6,588 6,886 7,427
Other income (expense), net (2,128) (3,830) 2,161
Income before income taxes and
minority interest 28,217 469,172 28,918
Income tax expense (5,010) (91,135) {8,500)
Income before minority interest 23,207 378,037 20,418
Minority interest in earnings of consolidated subsidiaries {285) (476)
Net income $ 23,207 $377,752 $ 19,942
Net income per share - basic $ 051 $ 787 $ 040
- diluted $ 049 $ 747 $ 039
Weighted average shares outstanding - basic 45,549 47,991 49,578
- diluted 47,583 50,536 51,620
The accompanying notes are an integral part of these consolidated finandial statements.
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INTERGRAPH CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31, 2003 2002 2001
{in thousands)
Cash Provided By (Used For)
Operating Activities:
Net income $ 23,207 $377,752 $19,942
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation 8,206 9,677 11,917
Amortization 17,503 15,535 14,307
Non-cash portion of restructuring charges 3,520 2,069
Provision for losses on accounts receivable 2,662 3,851 1,348
Gains on sales of assets (3,421) (17,214) (11,243)
Income taxes payable (40,175) 57,872 {1,328)
Noncurrent portion of deferred income taxes (2,798) 13,695 {4,043)
Net changes in other assets and liabilities 25,606 (3,677) (6,431)
Net cash provided by operating activities 34,310 459,560 24,469
Investing Activities:
Net proceeds from sales of assets 19,532 35,168 12,934
Purchases of property, plant, and equipment (9,982) (10,713) (9,675)
Purchases of short-term investments (34,089) (270,088) (11,035)
Proceeds from short-term investments 49,822 266,654
Capitalized software development costs (10,033) (11,294) (4,827)
Business acquisitions, net of cash acquired (2,030) (7,317) {2,904)
Other 482 (2,398) (2,025)
Net cash provided by (used for) investing activities 13,702 12 (17,532)
Financing Activities:
Gross borrowings 31 81 1,653
Debt repayment (200) (3,655) (28,518)
Treasury stock repurchase (290,670) (83,588) (1,875)
Proceeds of employee stock purchases and exercises
of stock options 13,870 12,389 3,818
Net cash used for financing aclivities (276,969) (74,773) (24,922)
Effect of exchange rate changes on cash 4,642 5,525 (2,090)
Net increase {decrease) in cash and cash equivalents (224,315) 390,324 (20,075)
Cash and cash eguivalents at beginning of year 490,097 99,773 119,848
Cash and cash equivalents at end of year $ 265,782 $ 490,097 $99,773

The accompanying notes are an integral part of these consolidated financial statements.




INTERGRAPH CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
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Accumulated
Other Total
Common  Additional Deferred Retained  Comprehensive Treasury Shareholders’
Stock  Paid-in Capitai Compensation  Earnings Income (Loss} Stock Fquity
(in thousands, except share amounts)
Balance at January 1, 2001 $5,736 $214,079 $ $188,326 $(15,931)  $(114,210) $278,000
Comprehensive income:
Net income 19,942 19,942
Other comprehensive loss:
Foreign currency translation adjustments (1,389) {1,385)
Net unrealized holding losses on
investments (3,287) (3,287)
Comprehensive income 15,270
Repurchase of 195,000 shares of treasury stock (1,875) (1,875)
Issuance of 147,780 shares under employee stock
purchase plan (746) 2,143 1,397
Issuance of 344,555 shares upon exercise of stock
options {2,585) 5,006 2,421
Balance at December 31, 2001 5736 210,748 208,268 (20,603) (108,936) 295,213
Comprehensive income:
Net income 377,752 377,752
Other comprehensive income:
Foreign currency translation adjustments 9,366 9,366
Net unrealized holding gains on
investments 22,724 22,724
Reclassification adjustments for gains
included in net income (12,146) (12,146)
Comprehensive income 397,696
Repurchase of 4,734,100 shares of treasury stock (83,588} (83,588)
Tax benefits related to stock option plans 4,283 4,283
Issuance of 107,806 shares under employee stock
purchase plan (115) 1,630 1,515
Issuance of 966,946 shares upon exercise of stock
options (8,028) 14,619 6,591
Balance at December 31, 2002 5,736 206,888 586,020 (659) (176,275) 621,710
Comprehensive income:
Net income 23,207 23,207
Other comprehensive income:
Foreign currency transiation adjustments 13,091 13,09
Net unrealized holding gains on investments 1,170 1,170
Reclassification adjustments for gains
included in net income (812) (812)
Comprehensive income 36,656
Repurchase of 11,372,420 shares of treasury stock (292,534) (292,534)
Tax benefits related to stock option plans 5.180 5,180
Issuance of 79,580 sharas under employee stock
purchase plan 155 1,308 1,463
Issuance of 1,157,114 shares upon exercise of
stock aptions (11.480) 18,707 7,227
Issuance of 75,000 restricted stock awards 497 (1,704) 1,207 .-
Amortization of deferred compensation 152 152
Balance at December 31, 2003 $5,736  $201,240 $(1,552) $609,227 $12,790  $(447,587) $379,854

The accompanying notes are an integral part of these consolidated financial statements.
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INTERGRAPH CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2003

NOTE 1 -- SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation: The consolidated financial statements include the accounts of Intergraph Corporation (“the
Company” or “Intergraph”) and its majority-owned subsidiaries. All significant intercompany accounts and transactions
have been eliminated in consolidation.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States
requires that management make estimates and assumptions that affect the amounts reported in the financial statements
and determine whether contingent assets and liabilities, if any, are disclosed in the financial statements. The uitimate
resolution of issues requiring these estimates and assumptions could differ significantly from the resolution currently
anticipated by management and on which the financial statements are based.

The Company's operations are divided for operational and management purposes into four separate business segments,
along with a Corporate oversight function (“Corporate”): Intergraph Process, Power & Offshore ("PPO"), Intergraph
Mapping and Geospatial Solutions (“IMGS"), Intergraph Solutions Group (“1SG”), and Intergraph Public Safety, Inc.
(“IPS"). See Note 15 for a description of these business segments.

The Company's products are sold worldwide, with the United States and Europe representing approximately 83% of total
revenues for 2003.

Cash Equivalents and Short-Term Investments: The Company's excess funds are generally invested in short-term,
highly liquid, interest-bearing securities, which may include short-term municipal bonds, time deposits, money market
funds, commercial paper, and U.S. government securities. The Company limits the amount of credit exposure from any
single issuer of securities. The carrying amounts reported in the consolidated balance sheets for cash and cash equivalents
and short-term investments approximate their fair value. For purposes of financial statement presentation, investments
with original maturities of three months or less are considered to be cash equivalents, and investments with original
maturities of greater than three months but less than a year are corsidered to be short-term investments.

The Company's investments in debt securities are stated at a carrying value which approximates fair value and any
unrealized holding gains and losses are reported as a component of “Accumulated other comprehensive income (loss)” in
the consolidated balance sheets. At December 31, 2003, and 2002, the Company held various debt securities maturing
within three months or less with fair market values of approximately $173.9 million and $420.1 million, respectively. The
Company had no debt securities with maturities greater than three months but less than a year at December 31, 2003, and
approximately $15.9 million at December 31, 2002. Gross realized gains and losses on debt securities sold during the
three-year period ended December 31, 2003, were not significant, and there were no significant unrealized holding gains or
losses on debt securities at December 31, 2003, or 2002.
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Inventories: Inventories are stated at the lower of average cost or market. The Company reqularly estimates the degree
of obsolescence in its inventories and provides inventory reserves on that basis. An inability of the Company to accurately
forecast its inventory needs related to its warranty and maintenance obligations could adversely affect gross margin and
results of operations. See Note 2 for a summary of inventory balances.

Other Current Assets: Other current assets reflected in the Company's consolidated balance sheets consist primarily of
prepaid expenses, non-trade receivables, the current portion of notes receivable from sales of various non-core businesses
and assets, refundable income taxes, and the Company's net current deferred tax asset. See Notes 11, 16, and 17 for a
discussion of significant transactions affecting these components.

Investments in Affiliates: Investments in companies in which the Company believes it has the ability to influence
operations or finances are accounted for by the equity method. Investments in companies in which the Company does not
exert such influence are accounted for at fair value if such values are readily determinable, and at cost if such values are not
readily determinable.

The Company owned approximately 32% of Bentley Systems, Inc. (“BSI”) at December 31, 2003. The Company does not
account for its investment in BSI under the equity method due to a lack of significant influence. (See Notes 16 and 17 for
further discussion of the Company's business relationship with BSI.) The book value of the Company's investment in BS
was approximately $9.2 million at December 31, 2003, and 2002. Since BS! is a closely-held company, the Company
cannot readily determine the fair vaiue of this investment.

Capitalized Software Development Costs: Product development costs are charged to expense as incurred; however,
the costs incurred for the development of computer software that will be sold, leased, or otherwise marketed are capitalized
during the period from when technological feasibility of the product has been established until the product reaches the
point of general availability. Such capitalized costs are amortized using the straight-line method over the estimated useful
fife of the project, which is typically a period of two to seven years. Amortization of these capitalized costs, included in
“Cost of revenues - Systems” in the consolidated statements of income, amounted to $10.3 million in 2003, $5.8 million in
2002, and $4.2 million in 2001.

Although the Company regularly reviews its capitalized development costs to ensure recognition of any decline in value, it is
possible that, for any given product, revenues will not materialize in amounts anticipated due to industry conditions that
include price and performance competition. Should this occur, the net realizable value of capitalized development costs
would decline, producing adverse effects on systems cost of revenues and results of operations. Due to net realizable value
concerns, the Company did not capitalize product development expenses of $12.2 million, $10.5 million, and $8.6 million
in 2003, 2002, and 2001, respectively, for costs normally eligible for capitalization. Accumulated amortization {net of
certain fully amortized projects) in the consolidated balance sheets at December 31, 2003, and 2002, was $24.9 million
and $14.6 million, respectively.

In 2000, the Company entered into a research and development services agreement to develop an advanced, next-
generation shipbuilding software product for the design of commercial and military vessels. The agreement provided that
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the customer was responsible for the cost of development until software acceptance, which occurred in the second quarter
of 2003. An amendment signed in 2002 included a commitment for the Company to spend $3 million on research and
development services with the customer over a period of two years from the date of software acceptance. As of December
31, 2003, $1.2 million had been spent towards this commitment. In addition, per the 2002 amendment, the Company is
obligated to purchase a prescribed amount of research and development services from the customer based on the amount
of maintenance revenue received from the customer from the date of software acceptance until the end of the agreement.
As of December 31, 2003, $1.7 million had been spent towards this commitment. The agreement terminates in October
2004, during which time the Company expects to spend an additional $2 million towards this commitment. Before
software acceptance occurred, services revenues and costs related to the agreement totaled approximately $501,000 and
$772,000 respectively, for 2003, $2.9 million and $1.8 million, respectively, for 2002, and $2.8 million and $1.9 million,
respectively, for 2001. The amendment signed in late 2002 reduced the services rates charged by the Company by 50%
resulting in costs being higher than revenues in 2003. Research and development expenses incurred prior to the agreement
totaling approximately $9.7 million were capitalized and are included as a component of “Capitalized software
development costs, net” in the consolidated balance sheets at December 31, 2003, and 2002. In April 2003, when
software acceptance occurred, the Company began amortizing these costs aver seven years.

Other Assets: Other assets reflected in the Company's consolidated balance sheets consist primarily of purchased
software and intellectual property (“IP”) rights (see Notes 4 and 17).

Property, Plant. and Equipment: Expenditures for property, plant, and equipment are capitalized at cost. Depreciation
is computed using the straight-line method over the estimated useful lives of the assets. See Note 5 for a summary of
property, plant, and equipment balances.

Other Noncurrent Liabifities: Other noncurrent liabilities reflected in the Company's consolidated balance sheets
consist primarily of accruals for excess building space, a deferred gain on the sale and leaseback of a European office
building, and the final payment due in January 2005 in connection with a business acquisition.

Minority Interest. Effective October 1, 2002, the Company purchased the 40% ownership interest in Z/l Imaging
Corporation {"Z# Imaging”) held by Zeiss for approximately $6 million in cash and the transfer of certain reconnaissance
camera assets. Since October 1, 2002, Z/ Imaging's assets, liabilities, and results of operations are included in the
Company's consolidated financial statements as a component of the IMGS business segment. Zeiss' former minority
interest in the earnings of this subsidiary is reflected as “Minority interest in earnings of consolidated subsidiaries” in the
Company's consolidated statements of income.

Treasury Stock. Treasury stock is accounted for by the cost method. Treasury stock activity for the three-year period
ended December 31, 2003, {consisting of stock option exercises, purchases of stack by employees under the Company's
stock purchase plan, and the purchase of shares for the treasury) is presented in the consolidated statements of
shareholders' equity.

During 2003, the Company purchased approximately 10 million shares of its common stock for $260.4 million via a
modified Dutch auction tender offer completed in December 2003. During 2003, the Company's Board of Directors {the
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“Board") increased the funding for the existing stack repurchase plan from $175 million to $250 million. The Board also
extended the termination date for the program from December 31, 2004, to December 31, 2005. During 2003, 2002, and
20071, respectively, the Company purchased approximately 1.4 million, 4.7 million, and 195,000 shares for approximately
$30.2 million during 2003 (excluding the modified Dutch auction tender offer), $83.6 million during 2002, and $1.9 million
during 2001,

Revenue Recognition: The Company recognizes revenue in accordance with the Securities and Exchange Commission
("SEC") Staff Accounting Bulletin (“SAB") No. 101, Revenue Recognition in Financial Statements, SAB No. 104, Revenue
Recognition, issued in December 2003, and the American Institute of Certified Public Accountants Statement of Pgsition
(“SOP") No. 97-2, Software Revenue Recognition. SAB No. 101 and SOP No. 97-2 outline basic criteria that must be met
prior to the recognition of revenue, including persuasive evidence of a sales arrangement, delivery of products and
performance of services, a fixed and determinable sales price, and reasonable assurance of collection. For revenue
recognition purposes, the Company considers persuasive evidence of a sales arrangement to be receipt of a signed contract
or purchase order.

For systems sales with no significant post-shipment cobligations, the Company recognizes revenues based upon estimated
delivery times, generally less than five days after shipment, for the equipment and/or software shipped, with any post-
shipment costs accrued at that time. Revenues on systems sales with significant post-shipment obligations, including the
production, modification, or customization of software, are recognized by the percentage-of-completion method, with
progress to completion measured on the basis of completion of milestones, labor costs incurred currently versus the total
estimated labor cost of performing the contract over its term, or other factors appropriate to the individual contract of sale.
The total amounts of revenues to be earned under contracts accounted for by the percentage-of-completion method are
generally fixed by contractual terms. The Company regularly reviews its progress on these contracts and revises the
estimated costs of fulfilling its obligations. Due to uncertainties inherent in the estimation process, it is possible that
completion costs will be further revised on some of these contracts, which could delay revenue recognition and decrease
the gross margin to be earned. Any losses identified in the review process are recognized in full in the period in which
determined.

For arrangements with multiple elements, the Company allocates revenue to each element of a transaction based upon its
fair value as determined by vendor specific objective evidence (“VSQOE"). VSOE of fair value for all elements of an
arrangement is based upon the normal pricing and discounting practices for those products and services when sold
separately. The Company defers revenue for any undelivered elements, and recognizes revenue when the product is
delivered or over the period in which the service is performed, in accordance with the Company's revenue recognition policy
for such element. If the Company cannot objectively determine the fair value of any undelivered element included in
bundled software and service arrangements, the Company defers revenue until all elements are delivered and services have
been performed, or until fair value can objectively be determined for any remaining undelivered elements. When the fair
value of a delivered element has not been established, the Company uses the residual methed to record revenue if the fair
value of all undelivered elements is determinable. Under the residual method, the fair value of the undelivered elements is
deferred and the remaining portion of the arrangement fee is allocated to the delivered elements and is recognized as
revenue.
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Revenues from certain contracts with the U.S. government, primarily cost-plus award fee contracts, are recognized monthly
as costs are incurred and fees are earned under the contracts.

Maintenance and services are provided on bath an as needed and long-term basis. Maintenance and services provided
outside a maintenance contract are on an as requested basis and revenue is recognized as the services are provided.
Revenue for maintenance and services provided on a long-term basis is recognized ratably over the terms of the contract.

Billings may not coincide with the recognition of revenue. Unbilled accounts receivable occur when revenue recognition
precedes billing to the customer, and arise primarily from commercial sales with predetermined billing schedules, U.S.
government sales with billing at the end of a performance period, and U.S. government cost-plus award fee contracts.
Billings in excess of sales occur when billing to the customer precedes revenue recognition, and arise primarily from
maintenance revenue billed in advance of performance of the maintenance activity and systems revenue recognized on the
percentage-of-completion method. Amounts billed to customers for shipping and handling costs are classified as revenues
in the consolidated statements of income with the associated costs included as a component of cost of revenues.

Foreign Currency Exchange and Translation. |ocal currencies are the functional currencies for the Company's
Canadian subsidiaries, a Japanese subsidiary, and all but one of the Company's European subsidiaries, The U.S. dollar is
the functional currency for all other international subsidiaries. Foreign currency gains and losses resulting from
remeasurement or settlement of receivables and payables denominated in a currency other than the functional currency are
included in “Other income (expense), net” in the consolidated statements of income. Net exchange losses totaled $1.4
million in 2003 compared to a net exchange gain of $277,000 in 2002, and a net exchange loss of $1.5 million in 2001.
Translation gains and losses resulting from translation of subsidiaries' financial statements from the functional currency into
U.S. dollars are included as a component of “Accumulated other comprehensive income (loss)” in the consolidated balance
sheets.

Stock-Based Compensation Plans: The Company maintains a stock purchase plan and three fixed stock option plans
for the benefit of its employees and directors. Under the stock purchase plan, employees may purchase stock of the
Company at 85% of the closing market price of the Company's stock as of the last pay date of each calendar month. No
compensation expense is recognized for the difference in price paid by employees and the fair market value of the
Company's stock at the date of purchase.

Under the fixed stock option plans, stock options may be granted to employees and directors at exercise prices that are
equal to, less than, or greater than the fair market value of the Company's stock on the date of grant. Compensation
expense, equal to the difference in exercise price and fair market value on the date of grant, would be recognized over the
vesting period for options if granted at less than fair market value.

In accordance with the disclosure provisions of Statement of Financial Accounting Standards ("SFAS”) No. 123, Accounting
for Stock-Based Compensation, the Company has elected to apply Accounting Principles Board Opinion No. 25, Accounting
for Stock Issued to Employees, and related Interpretations in accounting for its stock-based plans. Accordingly, the
Company has recognized no compensation expense for these plans during the three-year period ended December 31, 2003.
Had the Company accounted for its stock-based compensation plans based on the fair value of awards at grant date
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consistent with the methodology of SFAS No. 123, the Company's reported net income and income per share for each of
the three years would have been impacted as indicated below. The effects of applying SFAS No. 123 on a pro forma basis
for the three-year period ended December 31, 2003, are not likely to be representative of the effects on reported pro forma
net income for future years as options vest over several years and as it is anticipated that additional grants will be made in
future years.

Year Ended December 31, 2003 2002 2007

(in iﬁousands, except per share amounts)

Net income As reported $23,207 $377,752 $19,942
Deduct: Total stock-based employee compensation
expense determined under fair-value-based method for

all awards (net of income tax for 2002 and 2003) (1,530) (1,935) - (3,318
Pro forma $21,677 $375,817 $16,624

Diluted income per share As reported $ 0.49 $ 747 $ 039
Pro forma $ 046 5 744 $ 032

Income Taxes: The provision for income taxes includes federal, international, and state income taxes currently payable or
refundable and income taxes deferred because of temporary differences between the financial statement and tax bases of
assets and liabilities (see Note 11).

Net Income Per Share: Basic income per share is computed using the weighted average number of common shares
outstanding. Diluted income per share is computed using the weighted average number of common and equivalent
common shares outstanding. Employee stock options are the Company's only common stock equivalent and are included
in the calculation only if dilutive. For the years ended December 31, 2003, 2002, and 2001, these dilutive shares were
2,034,000, 2,545,000, and 2,042,000, respectively.

Comprehensive lncome.: Comprehensive income includes net income as well as all other non-owner changes in equity.
With respect to the Company, such non-owner equity items include foreign currency translation adjustments and unrealized
gains and losses on certain investments in debt and equity securities. The Company's comprehensive income or loss for
each year in the three-year period ended December 31, 2003, is displayed in the consolidated statements of shareholders'
equity and in Note 9,

Reclassifications. Certain reclassifications have been made to 2002 and 2001 amounts to provide comparability with the
current-year presentation.
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NOTE 2 -- INVENTORIES

Inventories at December 31, 2003, and 2002, are summarized as follows:

- December 31, 2003 2002
(/n thousands)
Raw materials $ 6,295 $ 7,011
Work-in-process 3,538 2,856
Finished goods 2,939 3,457
Service spares 2,671 6,073
Totals $15.,443 $19,397

Inventories on hand at December 31, 2003, and 2002, relate primarily to continuing specialized hardware assembly activity
in the Company's IMGS and I1SG business segments, and to the Company's continuing warranty and maintenance
obligations on computer hardware previously sold.

Amounts currently reflected as work-in-process relate primarily to sales contracts accounted for under the percentage-of-
completion method.

NOTE 3 -- ACCOUNTS RECEIVABLE

Concentrations of credit risk with respect to accounts receivable are limited due to the diversity of the Company's customer
base. The Company performs periodic credit evaluations of its customers' financial condition and generally does not require
collateral. During the two years ended December 31, 2003, the Company experienced no significant losses related to trade
receivables from individual customers or from groups of customers in any geographic area in any business segment.

Revenues from the U.S. government were approximately $137.1 million, $136.9 million, and $143 million in 2003, 2002,
and 2001, respectively, representing approximately 26% of total revenue in 2003, and 27% of total revenue in 2002 and
2001. Accounts receivable from the U.S. government totaled approximately $23.5 million and $26.7 million at December
31, 2003, and 2002, respectively. The Company sells to the U.S. government under long-term contractual arrangements,
primarily indefinite delivery, indefinite quantity, and cost-based contracts, and through sales of commercial products not
covered by long-term contracts. Approximately 83% of the Company's 2003 federal government revenue was eamned
under long-term contracts.

Accounts receivable include unbilled amounts of $42.8 million and $41.1 miflion at December 31, 2003, and 2002,
respectively. These amounts include amounts due under long-term contracts of approximately $25.4 million and $23.8
million at December 31, 2003, and 2002, respectively. Accounts receivable also include retainages of approximately
$246,000 and $2.8 million at December 31, 2003, and 2002, respectively.

The Company maintained reserves for uncollectible accounts, included in “Accounts receivable, net” in the consolidated
balance sheets at December 31, 2003, and 2002, of $13.8 miliion and $15.4 million, respectively.
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NOTE 4 -- INTANGIBLE ASSETS

The Company's intangible assets include capitalized software development costs (included as a separate line in the
consolidated balance sheets and discussed in Note 1) and other intangible assets, including patents and licenses (included
in “Other assets, net” in the consolidated balance sheets).

At December 31, 2003, and 2002, the Company's intangible assets and related accumulated amortization consisted of the
following:

2003 2002
Accumulated Accumulated
Gross  Amortization  Net Gross Amortization Net
(in thousands)
Capitalized software development ~ $ 54,423  $(24,903)  $29,520 $44,417  ${14,587) $29,830
Other intangible assets 48,011  (39,694) 8,317 44,988 (32,522) 12,466
_ $102,434 $(64,597) $37,837 $89,405  $(47,109) $42,296

The Company recorded amortization expense of $17.5 million and $15.5 million for the years ended December 31, 2003,
and 2002, respectively. Based on the current intangible assets subject to amortization, the estimated amortization expense
for each of the succeeding five years, and thereafter is as follows: $18 million in 2004, $6 million in 2005, $4 million in
2006, $3 million in 2007, $3 million in 2008, and $4 million thereafter.

NOTE 5 -- PROPERTY, PLANT, AND EQUIPMENT

Property, plant, and equipment at December 31, 2003, and 2002, are summarized as follows (in thousands):

December 31, 2003 2002
Land and improvements (15-30 years) $ 6,286 $ 8291
Buildings and improvements (30 years) 83,080 76,621
Equipment, furniture, and fixtures (3-8 years) 63,963 80,258
153,329 165,170
Allowances for depreciation (102,230) (114,352)
Totals _ $ 51,099 $ 50,818
1 lntengrapt Corparatien 2003 Anpue Fagr @H
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NOTE 6 -- FINANCIAL INSTRUMENTS

Information related to the Company's financial instruments, other than cash equivalents and stock investments in less-than-
50%-owned companies, is summarized below.

Short-term Debt: The Company had no debt at December 31, 2003. At December 31, 2002, the Company had
$169,000 in short-term debt. This debt was repaid in January 2003.

Convertible Debenture: As part of the proceeds of the April 1999 sale of its InterCAP subsidiary to Micrograf, Inc.
("Micrografx"), the Company received a $5.8 million convertible subordinated debenture due on March 31, 2002. Due to
financial and operational difficulties being experienced by Micrografx, the Company wrote off the value of this debenture,
$5 million in 2000 and the remaining $797,000 in 2001. The 2001 write-off is included in “Other income (expense), net”
in the 2001 consolidated statement of income.

On October 31, 2001, Corel Corporation, & Canadian software company, purchased Micrografx. In order to facilitate this
purchase, the Company agreed to accept $3.8 million, plus accrued interest of $485,000, for complete settlement of its
convertible subordinated debenture. The total settiement is included in “Other income (expense), net” in the 2001
consolidated statement of income.

Stock Warrant: As part of the proceeds of the Cctober 1999 sale of its VeriBest business segment, the Company received
a warrant to purchase 500,000 shares of the common stock of Mentor Graphics at a price of $15 per share. The warrant
was subsequently valued at $300,000 using the Black-Scholes option pricing mode! as of the date of sale of VeriBest. The
Company sold the warrant to Mentor Graphics for $2 million in October 2001. A gain of $1.7 million was recognized on
the sale and recorded as a component of “Other income (expense), net” in the 2001 consolidated statement of income.

Forward Exchange Contracts: At December 31, 2003, and 2002, the Company had no forward exchange contracts
outstanding. The Company is not currently hedging any of its foreign currency risks.

NOTE 7 -- DEBT AND LEASES

The Company leases various property, plant, and equipment under operating leases as lessee. Rental expense for operating
leases was approximately $15.8 million in 2003, $16.8 million in 2002, and $18.3 million in 2001. Subleases and
contingent rentals are not significant. Future minimum lease payments, by year and in the aggregate, under noncancelable
operating leases with initial or remaining terms of one year or more are as follows:
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Operating Lease Commitments

(in thousands)

2004 $11,954
2005 7,290
2006 4,959
2007 3,273
2008 1,374
Thereafter 22,866
Total future minimum lease payments $51,716

At December 31, 2003, the Company had no debt.

In September 2002, in order to reduce the cost of issuing letters of credit, the Company established a $12.5 million credit
line with Wells Fargo Bank to cover its outstanding letters of credit secured by $15 million of interest-bearing securities.
This credit line was reduced on January 20, 2004, to $6 million secured by $8.2 million of interest-bearing securities.

Under this arrangement, the Company earns interest on the securities and withdrawal of securities is allowed, but the
Company is required to maintain a level of securities sufficient to cover total outstanding letters of credit (which totaled
$4.9 million at December 31, 2003, and $10.9 million at December 31, 2002).

NOTE 8 -- SUPPLEMENTARY CASH FLOW INFORMATION

Changes in other assets and liabilities, net of the effects of business acquisitions and divestitures, in reconciling net income

to net cash provided by operations are as follows:

Year Ended December 31, 2003 2002 2001

{in thousands)

(Increase) decrease in:
Accounts receivable, net $ 9,474 $10,536 $15,409
Inventories, net 4,309 3,601 352
Other current assets 8,719 (3,641) 12,330

Increase (decrease) in:
Trade accounts payable 5,583 {5,301) (11,690)
Accrued compensation and other accrued expenses 1,135 (12,876) {18,940)
Refundable income taxes (5,069) (97) 3,753
Billings in excess of sales 1,455 4,101 (7,645)

Net changes in other assets and liabilities $25,606 $(3,677) $(6,431)
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Cash payments for income taxes were approximately $41.2 million, $20.8 million, and $8.3 million in 2003, 2002, and
2001, respectively. Cash payments for interest in those years totaled approximately $171,000, $338,000, and $2 million,
respectively.

Significant non-cash investing and financing transactions in 2003 included a $5.2 million tax benefit on disqualified
dispositions of employee stock options and $1.9 million of accrued expenses related to the modified Dutch auction tender
offer.

For 2002, significant non-cash investing and financing transactions include a $27.3 million favorable mark-to-market
adjustment on the Company's investment in 3Dlabs Inc., Ltd. (“3Dlabs"), offset by a reclassification adjustment of $16.6
million upon the sale of its investment in 3Dlabs stack. (See Note 9 for additional details on comprehensive income). In
addition, in second quarter 2002, the Company sold its shares in 3Dlabs to Creative Technology Ltd. (“Creative”), receiving
Creative stock valued at $26.8 million as partial consideration. Disqualified dispositions of employee stock options during
2002 resulted in a $4.3 million tax benefit.

Significant non-cash investing and financing transactions in 2001 included the receipt of common stock with a value of
approximately $10 million as additional consideration for the sale of the Company's Intense3D graphics accelerator
division, offset by a $2.7 million unfavorable mark-to-market adjustment. The mark-to-market adjustment is included in

" Accumulated other comprehensive loss” in the December 31, 2001, consolidated balance sheet. Also included in 2001 is
a $10.1 million increase to a note receivable as additional consideration for the fourth quarter 2000 sale of its civil,
plotting, and raster product lines.

See Note 17 for further details regarding the Company's acquisitions and divestitures during the three-year period ended
December 31, 2003.

NOTE 9 -- COMPREHENSIVE INCOME

Comprehensive income is computed as follows:

Year Ended December 31, 2003 2002 2001
(in thousands)
Net income $23,207 $377,752 $19,942
Unrealized holding gains (losses) arising during the period 1,170 22,724 (3,287)
Reclassification adjustment for realized gains included in net income (812) {(12,146)
Translation adjustment for financial statements denominated in a foreign

currency ‘ 13,091 9,366 (1,385)
Comprehensive income $36,656 $397,696 $15,270

The 2003 and 2002 unrealized holding gains are shown net of $437,000 and $2.4 million, respectively, in taxes. There
was no income tax effect related to the items included in other comprehensive income for the year 2001, See Note 11 for
details of the Company's tax position, including its net operating loss carryforwards and policy for reinvestment of
subsidiary earnings.
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NOTE 10 -- RESTRUCTURING CHARGES

In June 2002, the Financial Accounting Standards Board issued SFAS No. 146, Accounting for Costs Associated with Exit or
Disposal Activities, which addresses financial accounting and reporting for costs associated with exit or disposal activities.
SFAS No. 146 is effective for exit or disposal activities that are initiated after December 31, 2002, with earlier application
encouraged. The Company applied this standard subsequent to December 31, 2002, as reflected in the following section.

In 2003, the Company recorded $4 million in restructuring costs in an effort to realign costs with revenues in certain areas
of the Company's business. These expenses are reflected in “Restructuring charges {credits)” in the 2003 consolidated
statement of income, The Corporate business segment recorded $2.5 million in restructuring expense for employee
severance benefits and the termination of several operating leases. The IMGS business segment recorded $1.5 million in
restructuring expense for severance. Al restructuring activities were completed by December 31, 2003. One-time
severance benefits totaled $2.9 million, of which $432,000 was paid prior to December 31, 2003. Lease termination costs
totaled $1 million, and other associated costs were $23,000, all of which will be paid subsequent to 2003. At December
31, 2003, the total remaining accrued liability for 2003 restructuring was $3.5 million and is reflected in "Other accrued
expenses” in the Company's consolidated balance sheets.

In 2002, the Company recorded $2.1 million in restructuring charges as a result of combining the Utilities and
Communications business with the IMGS business segment. Severance costs associated with the business reorganization
totaled almost $1.6 million. The remaining restructuring costs consisted of accruals for idle building space. These expenses
are reflected in “Restructuring charges (credits)” in the 2002 consolidated statement of income. Cash outlays in 2003 and
2002 approximated $1.9 million and $38,000, respectively. Currency translation decreased the remaining 2003 liability by
$97,000. At December 31, 2003, and 2002, the total remaining accrued liability for 2002 restructuring was $119,000 and
$2.1 million, respectively, and is reflected in "Other accrued expenses” in the Company's consolidated balance sheets.

Although no restructuring efforts were implemented in 2001, severance liabilities of $384,000 related to restructuring
efforts from 2000 were reversed in response to unanticipated attrition. This expense reversal is reflected in "Restructuring
charges (credits)” in the 2001 consolidated statement of income.

In first quarter 2004, the Company expects to record $1.2 million in restructuring charges as a result of realignment in the
PPO business segment. The Company does not anticipate any further restructuring charges to be recorded during 2004 as

long as the Company remains on its 2004 plan.

NOTE 11 -- INCOME TAXES

The components of income from operations before income taxes and minority interest are as follows:

Year Ended December 31, 2003 2002 2001

(in thousands)

Us. $14,916 $463,487 $18,010
International 13,301 5,685 10,908
Income from operations before income taxes and minority interest $28,217 $469,172 $28,918

€
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Income tax benefit (expense) from operations consists of the following:

Year Ended December 31, 2003 2002 2001
(in thousands)
Current benefit (expense):
Federal $ (579) $(64,797) $(2,008)
State 3,388 (15,809) (387)
International (5,844) (1,828) (6,028)
Total current (3,035) (82,434) (8,423)
Deferred benefit (expense):
Federal (2,138) (6,665) (103)
State 41) (1,064) {9)
International 204 (972) 35
Total deferred (1,975) (8, 701) (77)
Total income tax expense $(5,010) $(91,135) $(8,500)

Deferred income taxes included in the Company's consolidated balance sheets reflect the net tax effects of temparary
differences between the carrying amounts of assets and liabilities for financial reporting purposes and the carrying amounts
for income tax return purposes. Significant components of the Company's deferred tax assets and liabilities are as follows:

December 31, 2003 2002
(in thousands)
Current Deferred Tax Assets (Liabilities):
[nventory reserves $ 4,049 $8,882
Vacation pay and other employee benefit accruals 4,861 3,923
Other financial statement reserves, primarily allowance for doubtful
acounts and warranty 4,198 5,519
Profit on uncompleted sales contracts (748) (827)
Other current tax assets and liabilities, net 7,295 3,452
19,655 20,949
Less asset valuation allowance (16,410) (12,934)
Total net current asset 3,245 8,015
Noncurrent Deferred Tax Assets (Liabilities):
Net operating loss and tax credit carryforwards;
U.S. federal and state
International operations 24,752 21,229
Depreciation (5,978) (5,350)
Capitalized software development costs (10,909) (11,833)
Other noncurrent tax assets and liabilities, net 1,122 (3,142)
8,987 904
Less asset valuation allowance (22,452) (17,164)
Total net noncurrent liability {13,465) (16,260)
Net deferred tax asset (liability) $(10,220) $(8,245)

“ Included in “Other current assets” in the consolidated balance sheets.
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The valuation allowance for deferred tax assets increased by $8.8 million primarily due to an increase in international net
operating losses and other international deferred assets for which no benefit is currently recognized. The valuation
allowance for 2003 consists primarily of reserves against the deferred tax assets of international operations. If realized,
these reserved tax benefits will be applied to reduce income tax expense in the year of realization.

Net operating loss carryforwards are available to offset future earnings within the time periods specified by law. At
December 31, 2003, the Company had international net operating loss carryforwards totaling approximately $74 million
that expire as follows:

International Net Operating Loss
December 31, 2003 Carryforwards
fin thousands)

Expiration:

3 years or less $ 5,000
4 to 5 years 19,000
6 to 10 years 900
Unlimited carryforward 49,100
Total $74,000

A reconciliation from income tax expense at the U.S. federal statutory tax rate of 35% to the Company's income tax
expense from operations is as follows:

Year Ended December 31, 2003 2002 2001

(in thousands)

Income tax expense at federal statutory rate $(9,876)  $(164,210) $(10,121)
Tax effect of U.S. tax loss carried forward 71,670 2,619
Tax effect of U.S. tax credits carried forward 10,882
State income taxes, net of federal tax benefit 1,916 (10,276) (257)
Tax effects of international operations, net (1,267) (809) (1,844)
Tax effect of audit settlements 4,112

Tax effect of tax-exempt investments 825
Other, net (720) 1,608 1,103
Income tax expense $(5,010) $ {91,135) $ (8,500)

The Company does not provide for federal income taxes or tax benefits on the undistributed earnings or losses of its
international subsidiaries because earnings are reinvested and, in the opinion of management, will continue to be
reinvested indefinitely. At December 31, 2003, the Company had not provided federal income taxes on earnings of
individual international subsidiaries of approximately $45 million. Should these earnings be distributed in the form of
dividends or otherwise, the Company would be subject to both U.S. income taxes and withholding taxes in various
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international jurisdictions. Determination of the refated amount of unrecognized deferred U.S. income tax liability is not
practicable because of the complexities associated with its hypothetical calculation. Withholding of approximately $3.1
million would be payable if alf previously unremitted earnings as of December 31, 2003, were remitted to the U.S.
Company.

NOTE 12 -- STOCK-BASED COMPENSATION PLANS

The Intergraph Corporation 2002 Stock Option Plan was approved by shareholders in May 2002. Under this plan, the
Company reserved a total of 2,000,000 shares of common stock to grant as options to key employees of which no more
than 400,000 can be granted as restricted stock. Options may be granted at exercise prices which are equal to, less than,
or greater than the fair market value of the Company's stock on the date of grant. Options are granted for a term of ten
years from the date of grant. Options first become exercisable one year from the date of grant and vest at a rate of 25%
per year, with full vesting on the fourth anniversary date of the grant. Options to purchase 316,000 shares of the
Company's common stock were granted in 2003. At December 31, 2003, 1,519,000 shares were available for future
grants. In 2003, the Company issued 75,000 shares of restricted stock at the quoted market price on the date of grant.
The cost of the restricted stock is being amortized over the vesting period of 4 years. The amortization expense for 2003
was $152,000.

The Intergraph Corporation 1997 Stock Option Plan was approved by shareholders in May 1997. Under this plan, the
Company reserved a total of 5,000,000 shares of common stock to grant as options to key employees. Options may be
granted at exercise prices which are equal to, less than, or greater than the fair market value of the Company's stock on the
date of grant. Options are granted for a term of ten years from the date of grant. Options first become exercisable two
years from the date of grant and vest at a rate of 25% per year from that point, with full vesting on the fifth anniversary
date of the grant. There were no options granted in 2003, however, options to purchase 20,000, and 245,000 shares of
the Company's common stock were granted in 2002 and 2001, respectively, under this plan. During 2003, 193,249 shares
expired, and at December 31, 2003, there were no shares available for future grants.

The Intergraph Corporation Nonemployee Director Stock Option Plan was approved by shareholders in May 1998. The
Company has reserved a total of 250,000 shares of common stock to grant as options under this plan. The exercise price of
each option granted is the fair market value of the Company's stock on the date of grant. Options are granted for a term of
ten years from the date of grant. Options first become exercisable one year from the date of grant and vest at a rate of
33% per year from that point, with full vesting on the third anniversary date of the grant. Upon approval of this plan,
members of the Board who were not otherwise employed by the Company were granted options to purchase 3,000 shares
of the Company's common stock. Any new non-employee director is similarly granted an option to purchase 3,000 shares
of common stock upon his or her first election to the Board. At each annual meeting of shareholders, each non-employee
director re-elected to the Board is granted an option to purchase an additional 1,500 shares of the Company’s common
stock. Options to purchase 12,000, 10,500, and 9,000 shares of the Company's common stock were granted in 2003,
2002, and 2001, respectively, under this plan. At December 31, 2003, 193,000 shares were available for future grants.

Under the 2000 Intergraph Corporation Employee Stock Purchase Plan, 3,000,000 shares of common stock were made
available for purchase through a series of five consecutive annual offerings each June beginning June 1, 2000. In order to
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purchase stock, each participant may have up to 10% of his or her pay (not to exceed $25,000 in any offering period)
withheld through payroll deductions. All full-time employees of the Company are eligible to participate. The purchase price
of each share is 85% of the closing market price of the Company's common stock on the last pay date of each calendar
month. Employees purchased 79,850, 107,806, and 147,478 shares of stock in 2003, 2002, and 2001, respectively, under
the 2000 and predecessor plans. At December 31, 2003, 2,498,513 shares were available for future purchases.

Under the methodology of SFAS No.123, the fair value of the Company's fixed stock options was estimated at the date of
grant using the Black-Scholes aption pricing model. The multiple option approach was used, with assumptions for
expected option life of 1.04 years after vest date in 2003 (1 year in 2002 and 1.09 years in 2001) and 27% expected
volatility over the life of the options issued in 2003 (81% in 2002 and 73% in 2001). In 2003, Intergraph changed the
method of determining the future volatility rate of the Company's common stock. The Company believes that using the
future volatility rate implied in the trading of options on the Company's common stock, both calls and puts, is a better
indicator of the expected future volatility of the Company's stock price than using historical performance of the Company's
stock price. The higher volatility rate assumptions used for 2002 and 2001 were based upon historical performance of
stock options over the prior 8-year period. Dividend yield is excluded from the calculation since it is the present policy of
the Company to retain all earnings to finance operations. Risk-free rates of return were determined separately for each of
the serial vesting periods of the options and ranged from .98% to 3.19% in 2003, .92% to 4.47% in 2002, and 3.32% to
4.57% in 2001.

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options which have
no vesting restrictions and are fully transferable. In addition, option valuation models require the input of highly subjective
assumptions, including expected stock price volatility. Because the Company's employee stock options have characteristics
significantly different from those of traded options, and because the subjectivity of assumptions can materially affect
estimates of fair value, the Company believes the Black-Scholes model does not necessarily provide a reliable single
measure of the fair value of its employee stock options.

Shares issued under the Company's stock purchase plan were valued at the difference between the market value of the
stock and the discounted purchase price of the shares on the date of purchase. The date of grant and the date of purchase
coincide for this plan.

The weighted average grant date fair values of options granted to employees under all stock option plans during 2003,
2002, and 2001 were $4.91, $9.62, and $6.92, respectively. During 2003, options were granted under these plans at
exercise prices equal to the market value of the Company's stock on the date of grant.

Activity in the Company's fixed stock option plans for each year in the three-year period ended December 31, 2003, is
summarized as follows:
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2003 2002 2001

Weighted Weighted Weighted
Average Average Average
Shares Exercise Price  Shares  Fxercise Price  Shares Exercise Price

Outstanding at beginning of

year 3,727,385 $ 6.72 4,635,393 $ 6.44 5,453,510 $ 6.29
Granted at price equal to

market value 328,000 21.48 120,500 16.99 254,000 11.81
Exercised (1,157,114) 6.25 (966,946) 6.82 (344,555) 6.85
Forfeited (236,249) 6.35 (61,562) 5.68 (727,562) 6.85
Qutstanding at end of year 2,662,022 $ 8.79 3,727,385 $ 6.72 4,635,393 $ 6.44
Exercisable at end of year 902,552 $ 6.91 1,192,260 $ 6.88 1,112,337 $ 7.88

Further informaticn relating to stock options outstanding at December 31, 2003, is as follows:

Options Outstanding Options Exercisable
Weighted Average Weighted Weighted
Remaining Average Average
Range of Exercise Prices  Number  Contractual Life  Fxercise Price Number  Exercise Price
$ 5313t0% 5813 1,822,835 6.14 years $ 553 666,335 $ 5.48
$ 5.875t0 % 9.250 96,312 4.71 years 7.89 76,312 7.76
$10.12510 $12.700 269,375 5.85 years 11.59 127,625 11.38
$14.000 to $21.600 245,500 8.76 years 17.34 32,250 16.84
$21.900 to $21.900 150,000 9.57 years 21.90
$23.870 to $23.870 3,000 9.77 years 23.87
$24.380 to $24.380 75,000 9.78 years 24.38
2,662,022 6.60 years $ 8.79 902,522 $ 6.91

NOTE 13 -- EMPLOYEE BENEFIT PLANS

The Intergraph Corporation Stock Bonus Plan (”Stock Bonus Plan”) was established in 1975 to provide retirement benefits
to substantially all U.S. employees. Effective January 1, 1987, the Company amended the Stock Bonus Plan to qualify it as
an employee stock ownership plan (ESOP). The Company made contributions to the Stock Bonus Plan in amounts
determined at the discretion of the Board, and the contributions were funded with Company stock. Amounts were
allocated to the accounts of participants based on compensation.

In December 2000, the Board resolved to terminate the Stock Bonus Plan effective for the plan year ending December 31,
2000, and to amend the Intergraph Corporation SavingsPlus Plan (“SavingsPlus Plan”) to permit the Company to make
discretionary profit sharing contributions to it. During 2002, the Company received a favorable determination letter from
the Internal Revenue Service and @ “no action” letter from the SEC. Upon receipt of both favorable responses, each Stock
Bonus Plan participant was entitled to receive a lump sum distribution of their account balance (subject to income tax
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liability and withholdings) or to rollover the account balance into an Individual Retirement Account or other qualified plan.
The distribution of Stock Banus Plan assets commenced on May 16, 2002, for a period of four months, and expired on
September 16, 2002. The lost participants' shares and remaining cash were transferred to a trust fund held by a Trustee
effective December 31, 2002. As of December 31, 2003, there were 1,371 lost participants with account balances in the
Stock Bonus Plan, of which 382 participants owned approximately 29,000 shares of Intergraph common stock. Additional
cash balances held in the trust fund on behalf of lost participants totaled approximately $800,000.

in 1990, the Company established the SavingsPlus Plan, an employee savings plan qualified under Section 401(k) of the
Internal Revenue Code, covering substantially all U.S. employees. As of January 1, 2004, employees may elect to contribute
up to 75% of their compensation to the SavingsPlus Plan, subject to dollar limitations contained in the internal Revenue
Code, up from the previous limit of 25%. The Company matches 50% of employee contributions up to 6% of each
employee's compensation. Cash contributions by the Company to the SavingsPlus Plan were $3.1 million, $3 million, and
$2.6 million, in 2003, 2002, and 2001, respectively.

The Company maintains various retirement benefit plans for the employees of its international subsidiaries, primarily
defined contribution plans that cover substantially all employees. Contributions to the plans are made in cash and are
allocated to the accounts of participants based on compensation. Benefits are payable based on vesting provisions
contained in each plan. The Company's contributions to these plans totaled approximately $4.1 miflion, $3.2 million, and
$3 million in 2003, 2002, and 2001, respectively.

NOTE 14 -- SHAREHOLDER RIGHTS PLAN

In March 2002, the Board approved an amendment to the Shareholder Rights Plan and declared a distribution of one
common stock purchase right (a “Right”) for each share of the Company's common stock outstanding on September 7,
1993. Each Right entitles the holder to purchase from the Company one common share at a price of $65, subject to
adjustment. The Rights are not exercisable until the occurrence of certain events related to & person or a group of affiliated
or associated persons acquiring, obtaining the right to acquire, or commencing a tender offer or exchange offer, the
consummation of which would result in beneficial ownership by such a person or group of 15% or more of the outstanding
common shares of the Company. Rights will also become exercisable in the event of certain mergers or an asset sale
involving mere than 50% of the Company's assets or earnings power. Upon becoming exercisable, each Right will aliow
the holder, except the person or group whose action has triggered the exercisability of the Rights, to either buy securities of
Intergraph or securities of the acquiring company, depending on the form of the transaction, having a value of twice the
exercise price of the Rights, The Rights trade with the Company's common stock. The Rights are subject to redemption at
the option of the Board at a price of $0.01 per Right until the occurrence of certain events, and are exchangeable for the
Company's common stock at the discretion of the Board under certain circumstances. The Rights expire on March 5, 2012,

In connection with the March 2002 amendment of the Rights Agreement, the Board appointed a committee of directors to
serve as the Rights Agreement Review Committee. The principal responsibility of the committee is to review the Rights

Agreement, when, and as, the committee deems appropriate; provided that the first review shall occur not later than three
years from the date of the amended Rights Agreement and subsequent reviews shall occur not later than three years from
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the date of the most recent review. On January 28, 2004, the Board appointed the Corporate Governance Committee to
serve as and assume the duties of the Rights Agreement Review Committee.

NOTE 15 -- SEGMENT INFORMATION

The Company's current operations are divided into four business segments along with a Corporate oversight function. The
four core business segments are PPQ, IMGS, ISG, and IPS. The Company'’s reportable segments are strategic business units
that are organized by the types of products sold and the specific markets served. Each is discussed in further detail below.

PPO supplies integrated lifecycle software solutions for the design, construction, and operation of process and power
plants, offshore rigs, and ships. This division offers applications that span shipbuilding, plant design and visualization,
materials procurement and management, plant operations, and engineering information management.

IMGS is a geospatial solutions provider for the following markets: local, regional, federal, and national governments;
transportation; utilities; communications; commercial remote sensing and photogrammetry; and military and intelligence.
In October 2002, Intergraph purchased the remaining 40% minority interest in Z/l Imaging. At the completion of the
transaction, Z/l Imaging became an Intergraph wholly owned subsidiary and was combined with IMGS. [n addition, the
former Utilities and Communications business was also combined into IMGS.

ISG provides professional services, specially developed software and hardware, and commercial off-the-shelf products to
federal, state, and local governments, and to commercial customers,

IPS develops computer graphics-based systems designed for public safety agencies, commercial fieet operations, campus,
military base, and airport security. IPS systems are complete, integrated solutions for command and control, deployment,
tracking, information gathering, analysis, and records management.

The Corporate segment includes revenues and costs for Teranetix (a provider of commercial repair and logistics services),
international hardware maintenance, and general Corporate functions. Operating expenses for Corporate consist of
oversight costs associated with the offices of Chief Executive Officer, Chief Financial Officer, Treasurer, Strategic Planning,
General Counsel, the Board of Directors, internal and external audit, other costs that are directly the result of Intergraph
being a publicly held company, and residual costs of exiting the hardware business, including management of warranty
reserves and a repair depot.

The Company evaluates the performance of its business segments based on revenue and income (loss) from operations.
The accounting policies of the reportable segments are consistent across segments and are the same as those used in
preparation of the consolidated financial statements of the Company as described in Note 1. Sales between the business
segments are accounted for under a transfer pricing policy. Transfer prices approximate prices that would be charged for
the same or similar products and services to unrelated buyers.

The following table sets forth revenues and operating income (loss) by business segment for the years ended December 31,
2003, 2002, and 2001, together with supplementary information related to depreciation and amortization expense
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attributable to the business segments. The information in the table for 2002 and 2001 has been reclassified to provide
comparability with the current-year presentation.

Year Ended December 31, 2003 2002 2001
(in thousands)
Revenues:
PPO. .
Unaffiliated customers $130,660 $120,321 $110,915
Intersegment revenues 2,158 3,763 5,563
132,818 124,084 116,478
IMGS:
Unaffiliated customers 203,843 187,140 211,268
Intersegment revenues 6,114 7,932 11,436
209,957 195,072 222,704
ISG:
Unaffiliated customers 119,178 122,375 127,492
Intersegment revenues 1,752 4,614 6,646
120,930 126,989 134,138
IPS:
Unaffiliated customers 63,489 61,147 60,928
Intersegment revenues 3,661 2,447 18
67,150 63,594 60,946
Corporate:
Unaffiliated customers 10,092 10,094 21,458
Intersegment revenues 2,652 3,046 12,343
12,744 13,140 33,801
543,599 522,879 568,067
Eliminations (16,337) (21,802) (36,006)
Total Revenues $527,262 $501,077 $532,061
Operating income (loss):
PPO $ 15,971 $ 18,979 $ 6,799
IMGS 3,848 (2,052) 6,085
ISG 8,080 5,946 10,004
IPS 14,377 14,583 8,232
Corporate (27,724) (23,304) (19,027)
Eliminations 279
Total $ 14,552 $ 14,431 $ 12,093
Depreciation and amortization expense:
PPO $ 11,406 $ 10,247 $ 8179
IMGS 7,951 5,711 3,343
1SG 1,429 1,018 1,323
[PS 1,245 3,230 5,092
Corporate 3,678 5,006 8,287
Total depreciation and amortization expense $ 25,709 $ 25,212 $ 26,224

Significant profit and loss items that were not allocated to the segments and not included in the segment analyses above
include net intellectual property income of $5.8 million in 2003 and $434.5 million in 2002, and net intellectual property
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expense of $4 million in 2001; gains on sales of assets of $3.4 million, $17.2 million, and $11.2 million in 2003, 2002, and
2001, respectively; and interest income of $6.6 million, $6.9 million, and $7.4 million in 2003, 2002, and 2001,
respectively.

The Company does not evaluate performance or allocate resources based on assets.

Revenues from the U.S. government were $137.1 million in 2003, $136.9 million in 2002, and $143 million in 2001,
representing approximately 26%, 27%, and 27% of total revenue in 2003, 2002, and 2001, respectively. The majority of
these revenues are attributed to the 1SG business segment. The U.S. government was the only customer accounting for
more than 15% of consclidated revenue in each year of the three-year period ended December 31, 2003.

International markets, particularly Europe and Asia, are important to each of the Company's business segments, except for
ISG. The Company's operations are subject to and may be adversely affected by a variety of risks inherent in doing business
internationally, such as government policies or restrictions, worldwide political conditions, currency exchange fluctuations,
and other factors. Following is a summary of third-party revenues and long-lived assets by principal geographic area. For
purpases of this presentation, revenues are attributed to geographic areas based on customer location. Long-lived assets
include property, plant, and equipment; capitalized software development costs; investments in affiliates; and other non-
current assets. Assets have been allocated to geographic areas based on their physical location.

Revenues Long-lived Assets, Net
2003 2002 2001 2003 2002 2001

(in thousands)

United States $277,372 $285,881 $281,734 $ 85,552 $ 97,112 $115,920
Europe 160,727 128,640 146,406 12,365 18,161 10,291
Asia Pacific 47,017 49,843 49,243 1,675 1,511 3,067
Other International 42,146 36,713 54,678 3,026 1,453 2,239
Total $527,262 $501,077 $532,061 $102,618 $118,237 $131,517

NOTE 16 -- RELATED PARTY TRANSACTIONS

BS/: The Company owns a 32% equity position in BSI, the developer and owner of MicroStation, a software product for
which the Company is a nonexclusive distributor. Under the Company's distributor agreement with BSI, the Company
purchases MicroStation products for resale to third parties. The Company's purchases from BSI were approximately $1.5
million in 2003, $1.9 million in 2002, and $1.3 million in 2001. At December 31, 2003, 2002, and 2001, the Company
had amounts payable to BSI of approximately $622,000, $660,000, and $560,000, respectively. The Company's sales to
BSI were approximately $157,000 in 2003, $531,000 in 2002, and $1.1 million in 2001. Qutstanding trade receivables
from BSI were $582,000, $1.1 million, and $407,000, respectively at December 31, 2003, 2002, and 2001. As a result of
the Company's sale of its MicroStation-based civil engineering, plotting, and raster conversion software product lines to BSI
in 2000, the Company recorded a long-term note receivable as partial consideration. The balance of this note receivable
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was $8.1 million at December 31, 2003, and $9.7 million at December 31, 2002. This non-trade receivable is included in
“Qther current assets” in the Company's consolidated balance sheets. See further discussion of BSI transactions in Note
17.

3Dlabs and Creative: In July 2000, the Company sold the Intense3D graphics accelerator division to 3Dlabs for equity
ownership interest of approximately 19.7% in 3Dlabs. Under its agreement with 3Dlabs, the Company served as
intermediary between 3Dlabs and SCI, a wholly-owned subsidiary of SCI Systems, Inc., the Company's contract
manufacturer, for manufacturing performed by SCI for 3Dlabs. The Company earned no margin on the inventory purchased
from SCi and sold to 3Dlabs, and recorded no associated revenues or cost of revenues in its results of operations. Gross
billings to 3Dlabs during 2001 totaled $17.8 million, At December 31, 2001, the Company's receivables from 3Dlabs for
inventory purchased on its behalf totaled $1.5 million. In 2001, this obligation to serve as intermediary expired. Since the
date of the expired agreement, the Company provided services to 3Dlabs, including repair, test, and inventory hub services
at a profit. In March 2002, Creative acquired 3Dlabs, and the Company retained a 3% ownership interest in Creative. In
July 2002, the Company sold part of its investment in Creative, For 2002, the Company's sales to 3Dlabs totaled
$229,000, purchases from 3Dlabs totaled $§407,000, and an outstanding trade receivable totaled $57,000. In July 2003,
the Company sold its remaining investment in Creative. For 2003, the Company's sales to 3Dlabs, a division of Creative,
totaled $207,000, and an outstanding trade receivable totaled $17,000. See further discussion of 3Dlabs and Creative in
Note 17.

Atheeb: |n 2001, the Company sold Intergraph Middle East, Ltd. ("IMEL"), and its Saudi Arabian operations to the
distributorship of Atheeb, retaining a 20% ownership interest. Purchases from Atheeb totaled $444,000 for 2003 and
$138,000 for 2002. There were no purchases for 2001. Total payables to Atheeb at December 31, 2003, and 2002 were
$284,000 and $138,000, respectively, Sales to Atheeb totaled $2.5 million for 2003, $2.4 million for 2002, and $383,000
for 2001. Related trade receivables from Atheeb at December 31, 2003, 2002, and 2001, were $1.5 million, $1.1 million,
and $345,000, respectively.

NOTE 17 -- ACQUISITIONS AND DIVESTITURES

3Dlabs and Creative: On July 21, 2000 (but effective July 1, 2000), the Company sold the Intense3D graphics
accelerator division to 3Dlabs, a supplier of integrated hardware and software graphics accelerator solutions for
workstations and design professionals. As initial consideration for the acquired assets, 3Dlabs issued 3,588,060 of its
common shares to the Company, subject to a registration rights agreement and a three-year irrevocable proxy granted to
3Dlabs, with an aggregate market value of approximately $13.2 million on the date of closing. Approximately fifteen
percent of these shares were placed in escrow to cover any potential claims against the Company by 3Dlabs. In December
2000, the Company recorded a receivable of $8.6 million for additional consideration due from 3Dlabs, as a result of an
earn-out provision in the agreement. The Company considered this amount to be the minimum earmn-out due from 3Dlabs
and, as such, recorded a gain of approximately $15.7 million in its 2000 results of operations based on the initial proceeds
from the sale and this estimated minimum earn-out.

On March 31, 2001, the Company recorded an additional $581,000 gain as a result of the final calculation and settlement
of the earn-out provisions. This gain is included in “Gains on sales of assets” in the 2001 consolidated statements of
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income and cash flows. The total earn-out of $10 million was paid to the Company in the form of 7,591,285 shares of
3Dlabs stock (valued at $10 million) increasing Intergraph's ownership to approximately 37%. These shares had a three-
year irrevocable proxy that prevented the Company from having any voting rights; therefore, this investment was not
accounted for using the equity method. As a result of the final earn-out settlement, all contingencies and related
transitional services associated with the sale of Intense3D were satisfied.

In March 2002, the shares in escrow were refeased and valued at approximately $2 million. On March 11, 2002, 3Dlabs
signed a definitive agreement with Creative to be acquired for $3.60 per share, with two-thirds to be converted into
Creative stock and one-third in cash. In the second quarter of 2002, the Company's 3Dlabs stock was sold to Creative for
2,291,765 shares of Creative stock (valued at $26.8 million) and $13.4 million in cash. In third quarter 2002, 788,655 of
these shares were sold for $7.9 miltion, and a loss of $1.3 million was recorded. These amounts are reflected as “Net
proceeds from sales of assets” in the 2002 consolidated statement of cash flow. At December 31, 2002, the remaining
1,503,110 shares represented a 2% ownership in Creative with a market value of $10.6 million. Until December 2002, the
Company maintained its investment in Creative at market value, with any unrealized holding gains or losses recorded as a
component of “Accumulated other comprehensive income {loss)” in the consolidated balance sheets. In December 2002,
this impairment in value was determined to be "other than temporary” and a write-down in the carrying value of the stock
of approximately $7 million was recognized in the 2002 consolidated statements of income and cash flows.

In July 2003, the Company sold its remaining investment in Creative for $12.4 million proceeds. The amount received is
shown as “Net proceeds from sales of assets” in the 2003 consolidated statement of cash flow. The resulting gain of $1.8
million is reflected in “Gains on sales of assets” in the 2003 consolidated statements of income and cash flows.

Z/1 Imaging. On October 17, 2002, but effective October 1, 2002, the Company purchased the remaining 40% ownership
interest of Z/l Imaging (formerly a 60%-owned and consolidated subsidiary of the Company) from Zeiss. The Company
transferred certain reconnaissance camera assets and paid $6 million, net, in cash. The film-based commercial mapping
cameras and the newly introduced Digital Mapping Camera remain a part of Z/ Imaging.

MARIAN: In January 2001, the Company acquired the MARIAN materials management business unit from debis
Systemhaus Industry GmbH of Germany for a purchase price consisting of 1.5 miltion euros paid at closing and additional
payments due March 1, 2002, and 2003, to be calculated as 15% of the annual revenues earned by the Company from the
sale of MARIAN products in 2001 and 2002. The Company's payment at closing approximated $1.8 million and is included
in “Business acquisitions, net of cash acquired” in the Company's 2001 consolidated statement of cash flows. Additional
payments as noted above were $793,000 and $460,000, for 2003 and 2002, respectively, and are also included in
“Business acquisitions, net of cash acquired” in the Company's 2003 and 2002 consolidated statements of cash flows. The
Company accounted for the acquisition as a purchase of the intangible assets (amortized over a useful life of two years) and
software rights (of which the intangible assets are amortized over a useful life of four years and the maintenance contract is
amortized over a useful life of three years). The unamortized balance, approximately $1.1 million at December 2003, and
$1.9 million at December 31, 2002, is included in "Other assets, net” in the Company's consolidated balance sheets. The
accounts and results of operations of MARIAN are combined with PPO.

Middle East: |n first quarter 2001, the Company announced its intention to sell its Middle East operations and convert
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them into distributorships. In April 2001, the Company closed the sales of its operations in Turkey and Kuwait. Effective
July 2001, the Company closed the sale of its Saudi Arabian operation and recorded a $680,000 gain. The Company also
completed the sale of IMEL, based in Duba, United Arab Emirates, in second quarter 2002. This sale was effective October
2001, and an impairment reserve of $150,000 was recorded in third quarter 2001 in anticipation of the loss on the IMEL
sale. The gain on Saudi Arabia, net of the IMEL impairment reserve, is included in “Gains on sales of assets” in the 2001
consolidated statements of income and cash flows. Upan completion of the IMEL sale, the Company no longer has any
subsidiaries in the region and does business through distributors. The Company has retained responsibility for some of the
Middle East contracts in effect at the date of the sale. None of the Middle East operations were material to the Company,
and the Company believes the sale of these operations will not have a material impact on the Company's consolidated
operating results or cash flows,

Singapore: On November 30, 2000, the Company sold its Singapore subsidiary for approximately $2.7 million, primarily
in the form of a long-term note receivable. Originally, the consideration became due in varying installments beginning June
30, 2001, and ending December 31, 2004. Payments were received in 2003, 2002, and 2001 for $650,000, $800,000,
and $200,000, respectively, and are included in “Net proceeds from sales of assets” in the Company's consolidated
statements of cash flows. In November 2003, the payment schedule was amended to extend payment terms through
September 2005. At December 31, 2003, and 2002, the balances on the notes in the consolidated balance sheets include
approximately $644,000 and $671,000, respectively, in “Other current assets” and $340,000 and $842,000, respectively,
in "Other assets, net.” The Company will continue to seli products into Singapore and related territories through a
distributor arrangement with the purchaser.

/DS: In March 2003, the IMGS business segment sold its aeronautical IP assets to ingegneria Dei Sistemi S.p.a. in Rome,
Italy for a purchase price of $1.3 million, in the form of a short-term note receivable, with payments initially due through
October 2003. A resulting gain of $1.1 million is included in the Company's 2003 consolidated statements of income and
cash flow. Total payments of $1.1 million are included in the 2003 consolidated statement of cash flow as “Net proceeds
from sales of assets.” The final payment owed was received in January 2004.

B51: On December 27, 2000, the Company sold its MicroStation-based civil engineering, plotting, and raster conversion
software product lines to BSI for initial proceeds of approximately $24.6 million, consisting of $13.6 million in cash and an
$11 million note due in quarterly installments through December 2003. In the first quarter of 2001, the Company reported
an additional gain from the BSI transaction of approximately $4.2 million as the initial consideration for the sale, and the
Company's note receivable from BSI was increased based upon a revised calculation of transferred and renewed
maintenance revenues for the products sold to BSI, as provided for in the original sale agreement. The agreement also
provided for additional purchase price consideration based on renewals through December 1, 2001, of maintenance
contracts related to the product lines. The Company recorded this additional purchase price consideration of $5.9 million in
December 2001. The additional purchase price consideration resulted in gains of approximately $10.1 million, included in
“Gains on sales of assets” in the 2001 consolidated statements of income and cash flows. These gains also resulted in an
increase in the note of $10.1 million in the year 2001. The balance of the note receivable at December 31, 2003, and
2002, was $8.1 million and $9.7 million, respectively. This non-trade receivable is included in “Other current assets” in the
consolidated balance sheets. Payments from BSI totaled $2.4 million, $9.2 million, and $5.1 million for 2003, 2002, and
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2001, and are included in “Net proceeds from sales of assets” in the respective consolidated statements of cash flows. See !
Note 16 for a discussion of the Company's related party transactions with BSI.

In December 2002, the Company filed a declaratory judgment action against BSI, and BSI subsequently filed complaints
against Intergraph in regard to this transaction. See Management's Discussion and Analysis of Financial Condition and
Results of Operations (“MD&A”™) for a discussion of this litigation.

NOTE 18 -- LITIGATION AND OTHER RISKS AND UNCERTAINTIES

The Company continues to pursue its patent litigation and licensing efforts. These matters are subject to known and
unknown risks and uncertainties. Adverse developments with respect to these matters could materially adversely affect the
Company's financial condition, results of operations, or prospects. See the information appearing under the heading
"Cautionary Note Regarding Forward-Looking Statements” in MD&A for further discussion of these risks and uncertainties.

Intel Litigation: As further described in the Company's Annual Report on Form 10-K for the year ended December 31,
2001, the Company has had ongoing litigation with Intel Corporation ("Intel”} since 1997. In April 2002, the Company
and Intel reached an agreement during the course of court-ordered mediation that settled the Alabama litigation involving
the Company's Clipper memory management patents ("Clipper patents”). Under the terms of the Aprit 2002 settlement
agreement, Intel paid $300 million to the Company in May 2002, the lawsuit pending in Alabama was dismissed, the
companies signed a highly restricted cross-license agreement, and the Company assigned certain unrelated patents to Intel.
The April 2002 settlement agreement does not require the Company to take any future actions or make any future
payments, and specifically reserves the Company's right to enforce its Clipper patents against computer system companies,
including customers of Intel. The settlement also addressed damages for the then pending patent infringement suit in
Texas.

The Texas trial was held in July 2002 with final closing arguments in August 2002. On October 10, 2002, the Texas District
Court (the " District Court”) ruled that Intergraph's paralle! instruction computing {“PIC") patents were valid, enforceable,
and infringed by Intel's Itanium and Itanium 2 products. The District Court also ruted that the Company was entitled to an
injunction on the sale, manufacture, and use of Intel's ltanium and Itanium 2 processors. On October 30, 2002, the District
Court entered a "Final Judgment and Permanent injunction” against Intel. Based on the findings of the District Court and
the terms of the April 2002 settlement agreement, Intel paid $150 million to the Company in November 2002. Intel also
appealed the District Court's findings to the U.S. Court of Appeals for the Federal Circuit (the “Federal Circuit”).

The parties' appellate argument occurred before a three-judge pane! of the Federal Circuit on December 1, 2003, On
February 11, 2004, the Federal Circuit vacated the District Court's decision and remanded the case back to the District
Court for further findings. The Federal Circuit ruled that the District Court erred in its construction of the patent claim term
“pipeline identifier.” In summary, the Federal Circuit concluded that a “pipeline identifier” must identify the specific
processing pipeline - not just a #ype of processing pipeline -- to which a computer instruction will be routed.

The Company believes that the $150 million payment received in November 2002 is non-refundable and that its efforts to
protect its intellectual property are consistent with the terms of the April 2002 settlement agreement. The Company
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intends to pursue its infringement claims against Intel and its rights under the April 2002 settlement agreement. On
February 23, 2004, the Company filed a motion requesting the District Court to set a case management conference.
Thereafter, the District Court set a case management conference for March 17, 2004.

The Company recorded the $300 million settlement and the $150 million award (net of applicable legal fees and other
associated litigation costs) as “Intellectual property income (expense), net” in the other income (expense) section of the
2002 consolidated statement of income.

Original Equipment Manufacturers (“OEM”) Litigation: In 1997, the Company placed a number of computer
system vendors on notice that it believed their products infringed the Clipper system patents. The Company continued to
offer to negotiate a patent license with these system vendors, but such discussions were suspended as a result of the
Company's litigation against Intel. The Company's lawsuit against Intel was filed in 1997 and settled in April 2002;
however, the Intel settlement agreement did not include licenses for Intel's customers (the system vendors who combined
an Intel processor with certain other non-intel components). Rather, the Intel settlement agreement expressly excludes any
license regarding the system vendors' sale of infringing computer systems and specifically records the Company's intention
to seek payment for patent licenses from the system vendors. On December 16, 2002, the Company filed a patent
infringement action against Dell Inc.™("Dell"), Gateway Inc.™, and Hewlett-Packard Co.™ ("HP") (including the former
Compaq Computer Corporation™) in the U.S. District Court for the Eastern District of Texas ("OEM case”) claiming that
products from these computer vendors infringe three Clipper system patents owned by the Company (U.S. Patent Numbers
4,899,275, 4,933,835, and 5,091,846). These patents relate to computer system memary management technology.

The OEM case seeks unspecified damages for past infringement (including enhanced damages), a statutory patent
injunction, prejudgment interest, costs, and attorneys' fees. The Company delayed serving the defendants with the fawsit
and engaged each defendant in licensing discussions. These licensing discussions were not successful, and the defendants
were served on April 1, 2003. The case has been set for trial on August 2, 2004.

On May 28, 2003, HP filed a patent countersuit against the Company in the Northern District of California. HP also asked
the Texas District Court to transfer the OEM case to the Northern District of California for consolidation with HP's
countersuit. The Texas court denied HP's motion to transfer the Texas OEM case to California. HP's countersuit did not
specify any accused infringing products or resulting damages, and was initially dismissed as legally defective. HP has since
filed a corrected amended complaint asserting four separate patents against a variety of Intergraph products, including
SmartPlant® 3D, IntelliShip™, SmartPlant®, SmartSketch, I/Mobile TC, and IntelliWhere. The Company filed a motion to
have HP's California countersuit transferred to the Northern District of Alabama, which was subsequently denied. The
Company has also filed third-party complaints against Microsoft Corporation, 8SI, and Graphic Technologies Inc., adding
them as co-defendants to the HP patent assertions. The Company has not determined what impact, if any, HP's countersuit
may have on the Company's operations and cash flows. The Company will vigorously defend against HP's countersuit.

HP has also filed an amended answer and counterclaim in the OEM case, which alleges that Intergraph's patent assertions
are a violation of the Sherman Antitrust Act. The Company has filed a motion to dismiss HP's antitrust counterclaims as a

matter of law. The District Court has not yet ruled on Intergraph’s motion to dismiss. The Company believes HP's antitrust
counterclaim to be without merit, and will vigorously defend the same.
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On June 21, 2003, Dell filed & counterclaim against Intel, adding them as a party to the OEM case. Intel filed a general
denial to Dell's counterclaim. Dell also filed @ motion to have its "intel implied license” defense tried separately from the
infringement case. Dell's motion to bifurcate was subsequently denied.

On January 28, 2004, Dell filed a motion for summary judgment alleging that the Company's Clipper patents system claims
were prohibited by “patent exhaustion,” as a result of the Company's settlement agreement with Intel. Subsequently, on
February 26, 2004, Gateway filed a similar motion for summary judgment on the principle of “patent exhaustion.” The
principle of “patent exhaustion” prohibits a patent holder from receiving a double recovery for the use of an invention.
Dell's and Gateway's motions allege that the Company fully recovered from Intel for their respective use of the Clipper
system patents. The District Court has not ruled on Dell's or Gateway's motion, and the Company will vigorously defend
against said motions.

On February 11, 2004, Intel filed a motion for partial summary judgment requesting the Court to determine whether
computer systems including an Intel motherboard, chipset, and processor, were excluded from suit pursuant to Section 4.21
of the parties' settlement agreement. The Company has responded to Intel's motion. The District Court has not ruled on
Intel's motion.

Texas Instruments Litigation: On January 30, 2003, the Company filed a patent infringement action against Texas
Instruments Incorporated ("T1") in the U.S. District Court for the Eastern District of Texas (“Tl case”). The Tl case pertained
to the Company's PIC patents, United States Patent Numbers 5,560,028, 5,794,003, and 6,360,313 B1, and states that
such patents are infringed by TI's family of Digital Signal Processors marketed under the name TMS320C6000™. These
devices are used as high-performance embedded controllers in consumer products. Their applications include audio and
video encoders and decoders, broadband solutions, optical networking, telephony, voice processing, and wireless
communications. Tl subsequently asserted counterclaim patents in two separate legal actions. In September 2003, the
Company and Tl settled their respective patent disputes. As a result of this settfement, the parties dismissed all claims and
suits against each other, and Tl agreed to take a license to three Intergraph patents, which define key aspects of parallel
instruction computing ("PIC"). The license established a royalty rate to be paid by Tl for the use of Intergraph's PIC
technology in its TMS320C6000™ family of processors. Pursuant to the terms of the license, Tl elected to prepay the
royalty as a one-time, $18 million lump sum payment, which the Company received in fourth quarter 2003.

Advanced Micro Devices Litigation: On January 15, 2004, Advanced Micro Devices ("AMD") filed a Declaratory
Judgment Act (“DJA") patent action against the Company in the Northern District of California. AMD asserted that the
Company's family of Clipper patents (U.S. Patent Nos. 4,860,192, 4,884,197, 4,899,275, 4,933,835 and 5,091,846) are
either invalid, or not infringed by AMD's microprocessor products. The Company had previously engaged in patent
licensing discussions with AMD without success. AMD's complaint alleges that a subpoena received from the Company's
OEM case led them to believe that they were going to be sued and that the DJA was filed in response. No monetary
damages are being sought by AMD.

BS! Litigation: In December 2002, the Company filed a declaratory judgment action against 8S! in Madison County,
Alabama. The action requests the Court to interpret the parties' asset purchase agreement and promissory note, and
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require BSI to specifically perform the repayment of the same. The asset purchase agreement and note were executed in
conjunction with the sale of the Company's civil, plotting, and raster software product fines to BSt in 2000, BS|
subsequently filed an initial action against the Company in Philadelphia, Pennsylvania, and thereafter filed a second action
in Delaware alleging that the Company breached certain terms of the asset purchase agreement. BSI's Pennsylvania action
was dismissed in March 2003, and BSI's Delaware action has effectively been stayed pending the Alabama action. In
response, BSI has now asserted certain counterclaims against the Company in the pending Alabama action. These
counterclaims are substantially the same as those claims asserted in its Delaware action. As with its prior actions, BSI did
not specify an amount of damages in its Alabama counterclaims. The Company intends to vigorously pursue its claims
against BSI and defend the claims asserted by BSI. The case is currently set for trial on April 12, 2004.

Other Litigation: The Company has other ongoing litigation, none of which is considered to represent a material
contingency for the Company at this time; however, any unanticipated adverse developments in any of these proceedings
could materially adversely affect the Company's results of operations, financial condition, or cash flows.

Other Risks and Uncertainties: The Company owns and maintains a number of registered patents and registered and
unregistered copyrights, trademarks, and service marks. The patents and copyrights held by the Company are the principal
means by which the Company preserves and protects the intellectual property rights embodied in the Company's products.
Similarly, trademark rights held by the Company are used to preserve and protect the reputation of the Company's
registered and unregistered trademarks. The ultimate impact of these initiatives is subject to known and unknown risks and
uncertainties. See “Cautionary Note Regarding Forward-Looking Statements.”

As industry standards proliferate, there is a possibility that the patents of others may become a significant factor in the
Company's business. Computer software technology is increasingly being protected by patents, and many companies,
including the Company, are developing patent positions for software innovations. It is unknown at the present time
whether various patented software technology will be made generally available under licenses, or whether specific
innovations will be held by their inventors and not made available to others. In many cases, it may be possible to employ
software techniques that avoid the patents of others, but the possibility exists that some features needed to compete
successfully in a particular segment of the software market may be unavailable or may require an unacceptably high cost
via royalty arrangements. Patented software techniques that become de facto industry standards are among those that
may raise costs or may prevent the Company from competing successfully in particular markets.

An inability to protect the Company's copyrights, trademarks, and patents, or to obtain current technical information or any
required patent rights of others through licensing or purchase, all of which are important to success in the markets in which
the Company competes, could significantly reduce the Company's revenues and adversely affect its results of operations.

The Company has IP that is used in a variety of industries, including computers, consumer electronics, telecommunications,
and electronics design. The Company defends the value of its IP portfolio through licensing and litigation. The Company
remains actively engaged in licensing discussions, as well as patent litigation with several companies.

I
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Financial Review

NOTE 19 -- SUMMARY OF QUARTERLY INFORMATION - UNAUDITED

Quarter Ended Mar. 31 Jun. 30 Sep. 30 Dec. 31
(in thousands except per share amounts)
Year ended December 31, 2003:
Revenues $120,553 $127,347 $133,583 $145,779
Gross profit 56,601 61,585 65,969 69,030
Restructuring charges 3,952
Income from operations 4,235 2,859 5,485 1,973
Intellectual property income (expense), net 5,330 (4,335) 11,594 (6,805)
Gains (losses) on sales of assets 1,220 {(65) 1,796 470
Net income 8,115 794 12,934 1,364
Net income per share;
Basic $ 0.18 $ 0.02 $ 0.28 $ 0.03
Diluted $ 017 $ 0.02 $ 027 $ 0.03
Weighted average shares outstanding:
Basic 46,200 46,275 46,190 43,553
Diluted 48,408 48,404 48,135 45,382
Year ended December 31, 2002:
Revenues $ 123,096 $ 122,570 $ 133,416 $ 121,995
Gross profit 55,820 58,843 59,967 59,210
Restructuring charges 2,106
Income from operations 5,073 2,918 3,261 3,179
Intellectual proparty income (expense), net (3,154) 293,320 (1,215) 145,520
Gains (losses) on sales of assets 1,530 17,015 (1,331)
Net income 4,378 280,587 2,673 90,114
Net income per share;
Basic $ 009 $ 567 $ 006 $ 195
Diluted $ 008 $ 537 $ 005 $ 185
Weighted average shares outstanding:
Basic 49,954 49,506 46,311 46,245
Diluted 52,503 52,204 48,754 48,653

For complete descriptions of the net gains (losses) on sales of assets and restructuring charges included in the Company's
results of operations, see Notes 10, 16 and 17 and “Gains on Sales of Assets” and “Restructuring Charges” included in

MD&A.
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Financial Review

REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Shareholders
Intergraph Corporation

We have audited the accompanying consolidated balance sheets of Intergraph Corporation and subsidiaries as of December
31, 2003 and 2002, and the related consolidated statements of income, shareholders’ equity, and cash flows for each of
the three years in the period ended December 31, 2003. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of Intergraph Corporation and subsidiaries, at December 31, 2003 and 2002, and the consolidated resuits of their
operations and their cash flows for each of the three years in the period ended December 31, 2003 in conformity with
accounting principles generally accepted in the United States.

Birmingham, Alabama

January 28, 2004, | | é ; t ¥ LLP
except for Note 18, as to which the date is

February 26, 2004
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Financial Review

DIVIDEND POLICY

The Company has never declared or paid a cash dividend on its common stock. 1t is the present policy of the Company's
Board not to declare or pay cash dividends on its commaon stock.

PRICE RANGE OF COMMON STOCK

Since Aprit 1981, Intergraph common stock has traded on The NASDAQ Stock Market® {"NASDAQ") under the symbol
INGR. As of January 31, 2004, there were 36,154,019 shares of common stock outstanding, held by 5,012 shareholders of
record. The following table sets forth, for the periods indicated, the high and low sale prices of the Company's common
stock as reported on NASDAQ.

2003 2002
Period High Low High low
First Quarter $18.79 $16.41 $17.95 $13.41
Second Quarter 23.25 17.30 19.73 12.98
Third Quarter 24.83 20.87 18.45 13.91
Fourth Quarter 26.77 23.07 20.00 16.21
TRANSFER AGENT AND REGISTRAR INDEPENDENT AUDITORS
Computershare Investor Services, LLC Ernst & Young LLP
2 North LaSalle Street 1901 Sixth Avenue North
Chicago, IL 60602 Suite 1900 AmSouth/Harbert Plaza
(312) 588-4991 Birmingham, AL 35203

FORM 10-K

A copy of the Company's Form 10K filed with the SEC is available without charge upon written request to: Investor
Relations, intergraph Corporation IW2003, Huntsville, AL 35894-0001, Phone (256) 730-2184.

ANNUAL MEETING

The annual meeting of Intergraph Corporation will be held May 13, 2004, at 5 pm CST on the Corporate campus in
Huntsville, Alabama.

-
®
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INTERGRAPH

Corporate Headquarters

intergraph Corporation
Huntsville, Alabama 35894-0001
1-256-730-2000

For more information, contact an Intergraph representative or call:
Ay

United States PR

Intergraph Corporation o . 1:256-730-2000
intergraph Mapping & Geospatial Solutions. 1-800-731-3357
intergraph Process, Power & Offshore 1-800-260-0246
intergraph Public Safety - 1-877-818-4170
Intergraph Solutions Group 1-800-747-2232
Asia Pacific 61-02-9929-2888
Canada 1-800-661-8134
Europe 31-23-5666333

www.intergraph.com
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